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THE SHORT CYCLE IN RESIDENTIAL 
CONSTRUCTION, 1946-59 


By Jack M. GuTTENTAG* 


Many of the important issues of housing policy that have arisen over 
the last decade focus on short-run instability in residential construction. 
Yet compared to the extensive lite:ature on the long cycle in residential 
construction, the short cycle has been relatively neglected.’ The pur- 
pose of this paper is to examine the determinants of short-run fluctua- 
tions in residential construction during the 1946-59 period.’ 

Part I explains how the short cycles are measured and describes some 
of their characteristics. Part II considers the relationship between fluc- 
tuations in residential construction and changes in the supply of mort- 
gage credit. Many observers have noted that residential construction 
appears to be quite sensitive to credit conditions in the short run but 
little evidence for this relationship has yet been produced. In Part III 
the analysis is broadened to show the relationship between fluctuations 
in residential construction and in aggregate economic activity. Again, 
it has been widely noted that residential construction has had a gen- 
erally stabilizing or countercyclical influence on the economy but no 
very adequate or complete explanation of this tendency has been pro- 
vided. 

* The author is chief, Domestic Research Division, Federal Reserve Bank of New York. 
The Bank, however, is not responsible for any of the views expressed. This paper is drawn 
in part from the writer’s unpublished Ph.D. dissertation Some Studies of the Post-World 
War II Residential Construction and Mortgage Markets, Columbia University 1958. The 


writer is indebted to James W. Angell, Ernest Bloch, Leo Grebler and Robert Lindsay for 
helpful comments and suggestions 

* An early investigator of the short cycle was W. H. Newman [15]. More recently L. 
Grebler [6] [8] has intensively examined a relatively short period, and touched upon some 
of the issues raised in this paper. 


* Space limitations preclude my bringing the findings of this paper to bear on housing 
policy issues 
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I. Short Cycles in Residential Construction 
A. Statistical Identification 


The procedure used to identify “cycles” in residential construction 
activity is similar to that used by the National Bureau of Economic Re- 
search, except in one respect. Cycles in residential construction are de- 
fined here in terms of movements in three related series rather than 
only one: a movement is not recognized as “real” unless it is found in 
each of the series. In effect, this rule supplants the amplitude criterion 
used by the NBER to identify specific cycles.’ The three series are 
private nonfarm housing starts, nonfarm mortgage recordings of 
$20,000 or less, and residential contract awards. In addition, for the 
period since late 1950 a series is available on FHA applications and VA 
appraisal requests.* Each of these series, although covering an activity 
common to the other two (residential construction), is derived from an 
independent source and corrected independently for seasonal variation. 
This approach provides considerable assurance that the cycles identified 
are not the result of the erratic nature of the data or of faulty seasonal 
adjustment, but are ultimately explainable in terms of basic economic 
forces. 

The most important activity not covered by all three series is the 
mortgaging of existing houses, which is included only in the mortgage 
recordings series. This activity generally accounts for more than half of 
the total volume of mortgage recordings. Nevertheless, there is a pre- 
sumption that the volume of residential construction activity and the 
volume of mortgage activity will move in the same direction.’ As in- 
dicated later, this presumption appears justified for the postwar period, 
at least after 1948. 

The first clearly identifiable turning point in the three series is in late 


*Burns and Mitchell describe their rule as follows [2, p. 58]: “The lower limit of the 
range of amplitudes of all fluctuations that we class confidently as specific cycles is our 
rough guide in deciding whether any doubtful fluctuation . . . is well enough defined to be 
accepted as a specific cycle.” This rule is modified under certain conditions [2, pp. 138-39]. 
Reflecting the different procedure employed in this study, I have a contraction in 
1953 which the NBER has not marked off in the residential awards series, while the dates 
of my turning points in this series diverge appreciably in a few instances from theirs. 

*With one exception these series measure physical volume. The recordings series meas- 
ures value and is the only one adjusted for trend. Data on residential awards are published 
through the courtesy of F. W. Dodge Corp. The author will be happy to provide a complete 
description of these series, including coverage, turning points, and sources, to interested 
readers 

* This is evident where the principal dynamic factor in the market is a change in the 
supply of mortgage credit. It is likely also to be the case when market changes originate on 
the demand side because (a) the relationship between the incremental demand for housing 
and the credit demand with which it is associated is very close in the short run, and (b) the 
mortgage credit demand that arises from sources independent of housing demand is rela- 
tively small, and part of it at least apparently is quite stable. 
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CwHart 1, SELECTED SERIES ON RESIDENTIAL CONSTRUCTION AND Mortcace ACTIVITY, 
1946-59 
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Cuart 2. AVERAGE REFERENCE CYCLE PATTERNS 


3 REFEREMCE CYCLES 1919-27 
RESIDENTIAL AWARDS 


3 REFERENCE CYCLES 1945-58 


HOUSING STARTS / 


Trough Peak 


1947 to early 1948 (Chart 1). Prior to that time, during 1946-47, the 
brevity and varying duration of movements in the several series make 
it impossible to relate them to one another with any degree of certainty. 
These statistical difficulties probably reflect the rather abnormal mar- 
ket conditions of these years. The construction industry was being re- 
constituted and materials shortages introduced an erratic element into 
construction activities. The several short movements hardly register in 
the recordings series, which was dominated during this period by an 
unusually active market for existing houses.° 

During the period 1948 through 1959 there are four distinct periods 
of both expansion and decline in each of the three principal series 
(Chart 1). The turning points in each. of the series can be related to 
one another with little difficulty since in most cases the timing dis- 
crepancies are small. The four complete cycles, measured peak to peak, 
have an average duration of 31 months in the awards series, 33 months 
in the starts series, and 35 months in the recordings series. None of the 
cycles, whether measured from peak to peak or trough to trough, is 
shorter than 16 months. 


B. Evidence of a Countercyclical Tendency 


A broad countercyclical tendency of residential construction during 
the 1948-59 period is evident in Chart 1. Construction declined dur- 


* This was itself partly a reflection of the fact that new construction was limited. 
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ing the late stages of the expansions in general business that ended in 
late 1948 and mid-1953, and throughout most of the expansion running 
from late 1954 to late 1957. It rose throughout most of the two brief 
recessions in 1948-49 and 1953-54, and was a stabilizing influence dur- 
ing the 1957-58 recession. 

Employing the familiar reference-cycle technique of the National 
Bureau of Economic Research, the countercyclical tendency is quite 
prominent (Chart 2). The average pattern for the three complete busi- 
ness cycles during 1945-58 is bowl-shaped after the stage of early re- 
covery.’ This could be described, of course, as a tendency for residen- 
tial construction to “lead” general business at turning points. The lead 
and lag terminology leaves open the question of whether the phenome- 
non described is purely statistical—the residential construction series, 
for example, might “lead” general business because they record con- 
struction at a relatively early stage in the construction process—or 
whether it is a reflection of how certain economic processes work 
themselves out over time.* 

The behavior of the residential sector is here termed countercyclical 
because the explanation given below of the forces underlying fluctua- 
tions in construction appears to support use of this term. Countercycli- 
cal forces, however, because they take time to work themselves out, do 
not invariably produce countercyclical results (to employ Grebler’s 
terminology [8]). That the three major expansions in construction ex- 
tended into the stage of early recovery in general business reflects both 
the time-consuming nature of the countercyclical mechanism and the 
unusual brevity of the postwar recessions. 


C. Postwar and Prewar Cycles 


The short postwar cycles discussed in this study have a counterpart 
in the prewar period. Long [13] found 17 cycles in building between 
1870 and 1938 averaging 4 years in length. Newman [15] counted 11 
minor cycles between 1878 and 1933 having an average length of about 
5 years. These cycles were based on building permit data which in- 
cluded commercial and industrial building as well as residential build- 


* The rise in construction during early recovery is considerably smaller when the 1945- 
49 cycle is omitted. Such omission could be justified in light of the abnormal situation in 
the construction market prior to 1948. 

*One hypothesis (other than the one presented in this paper) which can be used to ex- 
plain fluctuations in construction and which would attribute causal significance to the “lead” 
is the familiar acceleration principle. The acceleration hypothesis does not however, for a 
number of reasons, provide an acceptable explanation for the observed tendency of resi- 
dential construction to lead general business at turning points. One reason is that it is in- 
consistent with the evidence presented below that changes in demand were not strategic in 
the short construction cycles. 
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ing. Moore [14] found 5% cycles between 1919 and 1938 in the resi- 
dential contract awards data. 

The reference-cycle patterns for residential contract awards during 
the three short business cycles of the 1920’s have similarities to those 
of the postwar period (Chart 2). As in the postwar period construc- 
tion declined during the later stages of expansions in general business 
and began to rise some time during the recessions. During the 1920's, 
however, there was a much more pronounced procyclical rise during 
the recovery phase of the business cycle, while the rise during reces- 
sions was much weaker. Whether the pattern for the 1920’s is counter- 
cyclical on balance is problematical, but such tendencies clearly were 
much less pronounced relative to procyclical tendencies than in the 
postwar period.” 

Altogether different patterns show up during the two major business 
cycles covering the period 1927-38, as residential construction declined 
rather steadily during the entire 1927-33 cycle and fluctuated with un- 
usual sharpness, largely in procyclical fashion, during 1933-38. 

The performance of the residential sector in the postwar period has 
thus been substantially better than in the 1920’s and 1930’s. We cannot 
be sure of all the reasons for this because data are not available for a 
rigorous study of the causes of the prewar cycles. Nevertheless, some 
obvious points of difference between the prewar and postwar periods— 
the relatively more stable economy and the existence of the federal 
underwriting programs during the later period—must evidently have 
been of some importance. These structural differences will receive fur- 
ther comment below. 


D. Short Cycles and Long Waves 


The postwar cycles in residential construction may be placed in per- 
spective by comparing them to the long waves in residential construc- 
tion, which have been the subject of many investigations.” First, and 
most conspicuously, the postwar cycles differ from the long cycles in 
their shorter duration. Measured from peak to peak in the starts series 
the four postwar cycles cover 20 months, 28 months, 32 months, and 
52 months. The long cycles vary in length depending on the unit of 
measurement used and on the investigator, but their minimum length 
appears to be about 9 years and they may extend for as long as 25 
years. 

Second, the postwar cycles have a much smaller amplitude. The 
average amplitude of three long cycles during 1892-1950, as identi- 

* Also, the dispersion in the reference-cycle patterns of individual cycles was somewhat 
creater for the cycles of the 1920's than for the postwar cycles. 

* See: [1] [4] [12, Ch. 3] [3, Appendix N] [9, pp. 37-43] [5, Ch. 7] [13] [15] and [18]. 
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fied by Grebler, Blank and Winnick [9], was about four times that of 
the four short postwar cycles. The amplitude of the mildest long cycle 
was roughly twice that of the most severe short cycle.’* These relative 
orders of magnitude fully justify a characterization of the short post- 
war cycles as “ripples on the long waves.” 

Third, the short cycles differ from long cycles in their basic causes. 
Most of the standard explanations of long cycles in residential con- 
struction run in terms of fluctuations in the demand” for housing aris- 
ing primarily out of changing rates of population growth. The influence 
of factors affecting the supply of mortgage credit may enter into the 
explanation but only as a secondary factor, intensifying the force of 
the movements of both expansion and contraction. In contrast, the 
short cycles appear to be related mainly to changes originating in the 
mortgage market. This has been true, at least, during the postwar 
period. In the prewar period income changes probably played an im- 
portant role, particularly during major business cycles when such 
changes were especially large. 


Il. The Short Cycle and Fluctuations in the Supply of Mortgage Credit 


The evidence on the central role of mortgage credit is indirect. In- 
ferences are drawn about the principal factor underlying an observed 
movement in construction from the behavior of three market indicators, 
which will be discussed in turn. Each of these indicators is shown on 
Chart 3 along with the recordings series, which can be used to represent 
the movement of residential construction and mortgage activity. 


A. Construction and Mortgage Yields 


Where changes in demand are the chief determinant of changes in 
construction, we would expect mortgage yields and construction to 
move in the same direction; where changes in the supply of mortgage 
credit are the chief determinant, we would expect: yields and construc- 
tion to move in opposite directions. 

It is clear from Chart 3 that mortgage yields** and residential con- 


" Both the short and the long cycles in this comparison are measured in terms of private 
housing starts. The method of measuring amplitude is the same in each case except that 
yearly values are used for measuring the amplitude of long cycles and seasonally adjusted 
monthly values are used in the case of the short cycles. The method is that of the National 
Bureau, described in [9, p. 40]. 

"In this paper demand will be understood to refer to demand under given mortgage 
credit conditions, that is under given mortgage interest rates, discounts (when they are paid 
by the borrower), down payments, maturities, etc. This is sometimes called “basic demand.” 
In a few places the broader concept is used where in mortgage credit conditions are also vari- 
able, as when speaking of the “sensitivity of demand” to changes in mortgage terms. Where 
this meaning is intended it will be obvious from the context. 


™ The series on mortgage yields shown on Chart 3, which was constructed especially for 
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Chart 3, Sececrep Morrcacer Marker Invicators, 1946-59 
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struction tended to move inversely to each other during the period 
1948-59. The timing divergences at most of the turning points (peaks 
in one case and troughs in the other) are very small. An important 
exception is the 1950 peak in construction, the one turning point during 
the period that was caused (initially, at least) by “exogenous” devel- 
opments-——-mainly the introduction of credit controls (Regulation X— 

see p. 288). 

The significance of changes in mortgage yields (relative to changes 
in construction) as an indicator of whether supply or demand is the 
chief influence in the market should be distinguished from the function 
performed by yield changes in maintaining market equilibrium. Of 
course, changes in yields would not serve as an indicator unless such 
changes also helped to equilibrate the market. It is not necessarily the 
case, however, that yield changes will bear the brunt of the equilibrat- 
ing process, especially in influencing the demand for credit. In ration- 
ing funds to borrowers, changes in other lending terms, and particularly 
in the down-payment requirement, probably are as important as, and 
possibly more important than, changes in rates. 


B. Construction and Mortgage Terms 


Changes in mortgage terms themselves constitute an indicator of the 
principal factors underlying changes in residential construction. Both 
the supply and demand for mortgage credit are functionally related to 
mortgage terms. Furthermore, when the supply of credit is a positive 
function of a given condition of the loan, the demand will be a negative 
function, and vice versa. The general reason for this is that any change 
in terms that makes it easier for borrowers with given qualifications to 
obtain more credit, ceteris paribus also increases risk to the lender. For 
example, the demand for credit is a negative function of the down pay- 
ment because of the existence of marginal borrowers for whom the 
down-payment requirement represents an effective constraint on bor- 
rowing and spending; the more they can borrow on their existing 
equity or liquid assets the more they will spend. The supply of credit, 
on the other hand, is a positive function of the down payment, since 
the larger the borrower’s own investment or equity relative to his bor- 


this study, is based on the prices at which completed FHA home mortgages are traded in 
the secondary market. For several reasons the series does not measure very precisely the 
rate of return that can be earned by investors at any given time, or the rate that borrowers 
must pay for credit; neither does this series represent the average yield over the entire 
mortgage market, since secondary market transactions, the volume of which is very small 
relative to the total volume of mortgages written, are atypical. Hence, little significance can 
be attached to the yield levels indicated by the series. However the series does constitute a 
fairly sensitive indicator of changes in borrower costs and investor returns over the entire 
market 
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rowed funds, the less the risk that adverse circumstances will wipe out 
this equity and lead to default." 

Hence, within certain institutionally established limits, we can con 
sider the interaction of demand and supply as determining a set of 
terms just as it determines an interest rate; at the same time, we can 
draw inferences as to the nature of the principal dynamic factor under 
lying a movement in construction from the associated changes in terms. 
Where a change in demand constitutes the chief factor underlying a 
change in construction, we would expect an increase in construction to 
be associated with a restriction of terms. Where a change in the supply 
of mortgage credit is the chief dynamic factor we would expect an in 
crease in construction to be associated with a liberalization in terms.’ 

Statistics on mortgage terms are sometimes difficult to interpret be 
cause they may be influenced by changes in the maximum terms 
allowed by law or regulation, as well as by changes in the demand or 
supply of credit. In the case of VA mortgages, however, except for the 
period 1950-53, the down payment required by law or regulation was 
either a uniform 2 per cent or nothing at all." Changes in actual down 
payments reflected almost entirely the influence of market forces and 
there was ample scope for the play of such forces. A series on actual 
VA down payments on new houses is shown on Chart 3. 

The chart shows that VA down payments tended to move in the 
direction opposite to recordings during the declines in residential con 
struction of 1948-49 and 1955-57, as well as during the expansions of 
1949-50, 1954-55, and 1958-59. (During 1950-53, the series is influ 
enced by the imposition and subsequent relaxation of credit controls.) 
This evidence supports the thesis that changes in the supply of mort 
gage credit were the principal dynamic factor underlying the changes in 
activity. It also suggests, when considered in conjunction with the 
evidence on mortgage yields, that there may well be considerable vari 
ation as between different cycles or phases of cycles, in the relative 
importance of yield changes and down-payment changes in rationing 


“ These points are discussed further in [10] 

“ Note that these implications follow only if it can be assumed that changes in demand 
or supply are not associated with a marked re-evaluation of lenders’ attitudes toward the 
riskiness of mortgages. Ordinarily, for example, a decline in demand would lead to a liberali 
zation of terms (as weil as a decline in interest rates). However, if the decline in demand 
suggests to lenders that borrowers are not as good credit risks as before or that property 
values may decline, the result may be a restriction of terms rather than a liberalization; 
this is the pardox where “money gets easy but lenders get tight.” It is doubtful that any 
sharp revision of attitudes occurred during the period covered by this study, since fluctu- 
ations in general business were mild and the mortgage repayment experience of lenders was 
generally very favorable 

"A 2 per cent down-payment requirement was imposed in July 1955 and removed 
in April 1958 
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credit. Thus, the sharp rise in construction that began early in 1949 
was associated in the early stages with only a leveling off of yields and 
with only a very modest decline (less than one-fifth of a percentage 
point) over the entire period of expansion. However, down payments 
declined sharply throughout 1949, and when the 1950 peak in con- 
struction was reached the average had fallen to 8 per cent, from about 
17 per cent in early 1949." On the other hand, during the 1955-57 
period of decline, VA down payments increased only modestly but 
yields increased by more than 14 percentage points 


C, Construction and the Relative Importance of the 
Federally Underwritten Sector 


Another important clue as to the nature of the forces underlying 
fluctuations in the level of residential construction is provided by the 
relationship between such fluctuations and changes in the relative im- 
portance of the federally underwritten sector of the market. Where 
supply-of-credit factors are the chief dynamic influence in the market, 
we expect changes in residential construction and in the relative imper- 
tance of federally underwritten rortgages to be in the same direction. 
There are two broadly different reasons for this. 

First, to some extent the federally underwritten and conventional 
sectors of the market overlap, in the sense that borrowers’ demands can 
be met under either form of financing. Where this is the case, switch- 
ing occurs between the two sectors in response to market changes. 
For example, assuming an increase in demand occurs, it is profitable for 
lenders to switch from federally underwritten to conventional financing. 
Higher rates can now be obtained on conventional mortgages, whereas 
the maximum interest rate which can be charged on federally under- 
written mortgages is fixed by law or regulation (we are assuming, what 
was generally the case, that this interest rate ceiling is an effective con- 
straint on the rate charged). In addition, with a stronger demand, lend- 
ing terms can be tightened so that less risky mortgages are obtained, 
with the result that the insurance or guarantee feature is less valuable 
than it had been. 

Second, the federally underwritten sector is partially segmented from 
the conventional sector, in the sense that the credit demands of some 
borrowers can be satisfied only at the more liberal terms available 
under the federal programs. The ebb and flow of these “marginal” 
borrowers into and out of the market is controlled mainly by changes 
in the market terms on FHA and VA mortgages.’* Thus when the sup- 

"In the case of existing houses the decline was somewhat smaller. 


” The VA program is particularly important in this connection because, as already sug 
gested, during most of the period covered by this study no down payment was required of 


| 
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ply of funds that lenders wish to invest in mortgages increases, terms 
on FHA and particularly on VA mortgages are eased and the relative 
importance of these programs in the total rises.'" 

As indicated in Chart 3, the relative importance of the federal pro 
grams (as measured by the ratio of federally underwritten home loans 
to total recordings) varied generally in the same direction as residential 
construction, although the correspondence between the series is some 
what disrupted by credit controls during the period 1950-53. The same 
general correspondence appears in the housing starts data beginning in 
1951 (when monthly data for federally underwritten starts first became 
available), and in the nonfarm mortgage acquisitions of life insurance 
companies. Changes in legislation affecting the federal programs as well 
as in the regulations of the federal agencies played some role, but with 
the exception of the 1950-53 period, movements in this indicator appear 
to reflect the overriding influence of swings in the supply of mortgage 
credit. 


D. Why the Supply of Mortgage Credit is Strategic 


rhe reason for the strategic role of mortgage credit in the short cycle 
is not far to seek. Demographic factors and the relative price of hous 
ing, which must be crucially important determinants of housing de 
mand and construction in the long run, ordinarily do not change very 
much in the short run, The demand for housing, moreover, apparently 
is not very sensitive to short-run changes in income, so long as such 
changes are fairly moderate and do not generate sharp swings in con- 
sumers’ expectations. Decisions to vary housing expenditures are not 
made lightly since they involve a commitment of substantial magnitude 
generally extending well into the future. Such decisions are likely to be 
related to what home buyers consider will be their income over a fairly 
long period.” 


veteran borrowers by law or regulation. This provided ample scope for lenders to adjust the 


down payment they required on these mortgages in accordance with their changing appetite 
for mortgages relative to other investments. This has been one important factor underlying 
the great volatility of VA mortgage lending 


” The relationship between changes in the supply and demand for credit and changes in 


the relative importance of the federally underwritten sector holds irrespective of whether or 
not a change in demand is associated with a change in lenders’ attitudes toward the riski 
ness of mortgages, In the case where demand increases, for example, if lenders are en 
couraged by this development to believe that mortgages are less risky than they had been, 
this will have the effect of further encouraging them to shift out of federally underwritten 
mortgages 


* Calculated estimates of the income elasticity of housing demand that I have seen range 
quite widely, from 3 to 2.0 and even higher. Margaret Reid [17] suggests that the co 
efficient relevant to “permanent” income is close to the higher figure, while the much lower 


coefficients sometimes found reflect the influence of transitory changes in income on the 
income concept employed 


GUTTENTAG: RESIDENTIAL CONSTRUCTION 287 


At the same time housing demand is extremely sensitive to changes 
in the supply of mortgage credit. It is estimated that on the average 
about three-fourths of total expenditures on residential construction 
during the 1948-59 period was financed with mortgage loans, It is this 
greater sensitivity of housing demand to changes in the supply of mort 
gage credit than to changes in the flow of current income, and the con 
siderable short-run volatility in the former, that underlie the counter 
cyclical tendency of residential construction. Before analyzing the proc 
ess in more detail, however, several factors are noted in addition to the 
supply of credit that exercised a marginal influence on the short con 
struction cycle during the period covered by this study. 


EK. Other Influences on Construction in the Short Run 


Demand, It is unlikely that the volume of new construction de- 
manded per month under given credit conditions did not change over 
the 1948-59 period, but in the short run such changes were apparently 
small relative to changes that resulted from swings in the supply of 
mortgage credit. | have not been able to find any significant relation- 
ships between the short cycles and such factors as house prices, income 
and employment, marriages, household formation, etc., which it is rea- 
sonable to assume are related to housing demand.*' These factors, of 
course, must have been important determinants of the general level of 
construction around which the short cycles took place. 

Changes in Maximum Allowable Lending Terms on FHA and VA 
Mortgages. Liberalization of maximum lending terms (down payments 
and maturities) can be effective in expanding the volume of mortgage 
lending and construction if the supply of mortgage credit exceeds the 
demand at existing maximum terms. Terms were liberalized on a num 
ber of occasions during the 1948-59 period, but since most of these 
changes came during periods of relative tightness in the mortgage mar- 
ket they had little immediate effect.”’ This was true, for example, of the 
liberalization of mortgage terms on FHA mortgages in 1948, on both 
FHA and VA mortgages in 1951 and 1952 (the relaxation of Regula- 
tion X), and on FHA mortgages in 1957. On each of these occasions 
the new more liberal maximum terms did become effective at a later 
time when an increase in the supply of mortgage credit caused an 
easing in the market, but the change in supply during such periods was 
the more important factor in the easing of actual terms to borrowers.”* 

"In itself, this cannot be considered conclusive because of inadequacies in the basic data 
Indeed, this was why recourse was had to market indicators 


"This was not altogether fortuitous, since the pressure to “do something for housing” 
usually was greatest during such periods 


” This may be illustrated as follows: Assume that the supply of mortgage credit is an 
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On the other hand, liberalizations during the years 1946 and 1947 
(which lie outside the bounds of our cyclical analysis) were an alto 
gether different matter. The supply of mortgage credit in those years 
was substantially in excess of the demand at existing maximum terms, 
partly because of the superfluity of liquidity possessed by lending in 
stitutions and partly because of certain restrictive aspects of the federal 
programs at that time. When these restrictions were removed, it was 
as if a dam had burst, although because of capacity limitations, the 
impact was more on prices than on output.” 

Maximum allowable lending terms on federally underwritten mort 
gages were restricted on only two occasions during 1948-59," In late 
1955 there was a minor restriction which had little or no impact be- 
cause the market had already tightened beyond it. The other restriction 
occurred in 1950, first in July on FHA and VA mortgages only, and 
then with even greater severity in October under Regulation X, which 


increasing function of the down payment (measured as a per cent of value), and that the 
interest rate is fixed, Initially, when the market is tight, the down payment prevailing in 
the market is D/’,, or higher than the minimum of DP, Under these conditions, a reduc 

tion in the minimum to DP’., has no effect on the market. When 5S shifts to S,, however, 
the new lower minimum becomes effective. If the minimum had not been reduced, the down 
payment would have fallen only to the old minimum D?P,, where there would have been 
an excess supply. Even so, the supply of mortgage credit rather than the change in the 
minimum down payment is the more important factor in the situation pictured, since only 
a relatively small part of the total increase in credit (O'. OQ. of Om 0.) can be 
sttributed to the change in the minimum 


Downpayment 


Per centotfvatue 


‘This can be illustrated in the diagram above by assuming that initially the supply 
function is S, while DP, is the minimum down payment so that the minimum is the 
strategic restraint on mortage lending, When this minimum is reduced to DP a, the volume 
of credit increases substantially (by 0. —Q.). For a further discussion of the tremendous 
impact of the early postwar cl.anges in the FHA and VA programs see [7]. 

‘Over the entire period, these restrictions were more than offset by liberalizations. In 
early 1960, therefore, average down payments on FHA and VA mortgages were lower, and 
maturities were longer than they had ever been before. Some observers were drawing pessi 
mistic inferences concerning the prospects for a continuation of housing’s countercyclical 
role from this fact (see my concluding remarks below) 


DP» 
a 
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applied to conventional mortgages as well, Regulation X and its com 
panion restrictions appear to have been largely responsible for the 1950 
downturn in residential construction, and hence represent the one ex- 
ogenous development during the 1948-59 period that was a strategic 
factor in a short cycle.”* Even in this case, during the later stages of the 
decline the effects of the restriction became inextricably intertwined 
with the effect of the declining supply of mortgage credit that followed 
the March 1951 accord between the Federal Reserve System and the 
Treasury. Hence, Regulation X was only partly responsible for the 
1950-51 contraction in residential construction, 

The Federal National Mortgage Association (FNMA). The tend 
ency inherent in FNMA’s secondary mortgage market operations 
(consisting of the purchase and sale of FHA and VA mortgages) dur 
ing the 1948-59 period was to mitigate fluctuations in residential con 
struction activity. The basic reason for this was the Association main 
tained fixed or “sticky” mortgage purchase prices.”’ Hence, FNMA’s 
mortgage holdings rose most rapidly during periods of declining con- 
struction and falling mortgage prices and least rapidly during periods 
of rising construction and mortgage prices. Since construction tended 
to move inversely to general business, this meant that FNMA made the 
residential construction sector less of a stabilizing influence on the 
economy as a whole than it would have been otherwise. 

FNMA’s “natural” tendency to stabilize the mortgage market was, 
"There has been some reluctance to attribute any great efficacy to Regulation X he 
cause of the known heavy volume of forward commitments on pre-Regulation X terms that 
was built up prior to the effective date of the regulation. It has been generally assumed 
[16] that because of these commitments the impact of the regulation must have been both 
delaved and diluted. But this view overlooks the following: (n) the fact that there is a 
stock of outstanding commitments which will permit, say, x months of construction to 
go forward without being subject to the regulation does not mean (as many observers 
imply) that there must be a delay of x months before construction is effected. Such a view 
is unrealistic in assuming that builders will maintain their operations at existing levels until 
their commitments run out, and then will reduce volume sharply. One of the main problems 
of builders is finding and holding a cadre of skilled workers, and they usually will go to 
great lengths to maintain continuity of employment for these workers. A more realistic 
view of builders’ response to controls, therefore, is that they will curtail construction im 
mediately by laying off the most recent additions to the work crew and by reducing over 
time; in this way they can husband their commitments and stretch out employment for 
their basic work force. (b) The July 1950 regulation, a sort of prelude to the more compre 
hensive restriction imposed in October, must have had considerable impact on the market 
This restriction came without any warning and hence without any prior build-up of com 
mitments. Furthermore, by eliminating no-down-payment loans under the VA program 
this restriction struck a most sensitive nerve, since these loans had come to account for 


about three-fifths of all VA primary home loans on new homes at the peak of the 1949-1950 
housing boom 

*™ Until late 1954 it was FNMA’s policy to purchase all mortgages at par. The Housing 
Act of 1954, effective late that year, stipulated that mortgages acquired under FNMA’s 
principal program be purchased at market prices. Even so, in subsequent years the Associ 
ation tended to lag well behind the market in adjusting prices 
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however, disrupted on several occasions by changes in the framework 
of law and regulations within which it operated. Thus special legislation 
which became effective during the expansion of 1949-50 when construc 
tion and mortgage credit from private sources were rising rapidly, pro 
vided an added fillip to FNMA’s purchases. Similarly, special legisla 
tion enacted during the 1958 recession resulted in $1 billion of pur- 
chases at above-market prices as a form of “special assistance,” more 
than offsetting sales that were being made (as a result of the general 
decline in interest rates) under FNMA’s regular secondary market op 
erations, 

FN MA’s influence on the market was of some marginal importance 
on several occasions. When FN MA’s expansionary stimulus was at its 
peak (in 1949, 1957 and 1959), the Association accounted for about one 
tenth of the total net flow into residential mortgages; in most other 
years, however, its share was considerably smaller. 

Rigid Interest Rates on FHA and VA Mortgages. The existence of 
fixed maximum interest rates on federally underwritten mortgages (set 
by law or by the federal credit agencies within the authority granted 
by law), which were usually at or below the market equilibrium rate, 
probably intensified somewhat the countercyclical tendency of the resi- 
dential sector. As general interest rates rose during a period of expan- 
sion, the inability of lenders to obtain a higher contract rate on feder 
ally underwritten mortgages caused the diversion of credit to other sec 
tors to be greater than it would have been otherwise. This tendency 
was only partly offset by the practice of “discounting” federally under 
written mortgages. And, of course, during a period of contraction the 
reverse process occurred. The writer’s view, however, is that the rate 
maxima have been emphasized far out of proportion to their real im 
portance. The countercyclical process can be explained quite well, as 
we shall see, without any reference to them at all. 

That the “dial settings’ for maximum allowable interest rates or 
lending terms under the federal underwriting programs were not, in 
general, strategic in influencing the short construction cycles does not 
mean that the programs were unimportant. On the contrary, the gen- 
eral availability of FHA insurance or guarantees to lenders when they 
needed them was an important factor making countercyclical variations 
in mortgage lending feasible without undue changes in risk exposure. 


Ill. The Countercyclical Tendency of Residential Construction 


Returning now to our main theme, that changes in the level of resi- 
dential construction resulted principally from fluctuations in the sup- 
ply of mortgage credit, what was the cause of these changes in supply? 
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The thesis advanced here is that changes in the supply of mortgage 
credit were related in large part to changes in the level of general eco- 
nomic activity, so that fluctuations in residential construction resulted 
from fluctuations in general economic activity. 


Thus, the residential sector in the short run assumed a largely pas 
sive role in economic fluctuations as opposed to its more autonomous 
role in the long run. But precisely because the relationship between the 
residential sector and the general economy was mediated chiefly by the 
supply of mortgage credit rather than by the flow of current income, 
this passivity was of an “inverse” sort. The usual picture of a cyclical 
expansion or contraction is one of a cumulative process with expansion 
in one sector leading to expansion in other sectors. In the case we are 
considering, changes in general business activity set in motion forces 
leading to movements in the reverse direction in construction. Consider 
the following schematic illustration. 

Assume that an expansion in general business occurs, initiated we 
may suppose by an upsurge in corporate investment. In the early stages 
of the expansion, the additional demands made upon the capital mar 
kets may be small since the corporations have excess liquidity and re- 
tained profits are likely to be large. If the expansion follows a period 
of recession, credit demands will be met with no difficulty and little, if 
any, increase in interest rates. As expansion develops and spreads, how- 
ever, the demands upon the capital markets are enlarged, liquidity po- 
sitions generally are eroded and as capacity ceilings are approached 
Federal Reserve policy shifts from ease to restraint; interest rates rise 
and borrowing terms tighten. 

Of course, the expansion in general economic activity leads to an 
increase in disposable income, but the demand for housing is expanded 
only slightly as a result. At the same time the demand for housing is 
extremely sensitive to the terms on which mortgage credit is available. 
After a certain stage of tightness is reached in the capital market, 
therefore, the reduction in housing demand consequent upon the tight 
ening of credit more than offsets the expansion in demand resulting 
from the increasing flow of income. While most sectors continue to ex- 
pand, residential construction turns down. 

During a contraction the reverse process occurs. After some point, 
the easing of credit terms consequent upon a decline in the demand for 
credit from other sectors (and the easing of monetary policy) has an 
expansionary effect on housing demand sufficient to offset the effect of 
the decline in income. Hence, residential construction turns up while 
other sectors continue to decline. In this way does the residential con- 
struction sector act as a sort of countercyclical buffer. 
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A, Dynamic Role of the Corporations 


It would appear that there are two basic considerations involved in 
the process. The first, already discussed, is the unusual sensitivity of 
the residential sector in the short run to changes in the supply of credit. 
The second is that the tendency towards economic expansion or con- 
traction is initiated outside of the residential construction sector. This 
deserves further comment. 

In the schematic illustration offered above, the dynamic impetus to 
economic fluctuations is provided by the corporations. This is a prima 
facie plausible hypothesis since corporations account for a large pro- 
portion of investment spending, generally considered to be the key fac- 
tor in economic fluctuations. During the 1948-59 period, corporations 
accounted for about three-fifths of gross private domestic invest 
ment (excluding nonfarm residential construction). 

The hypothesis implies that corporate investment has quite different 
characteristics than spending on residential construction (these differ 
ences are associated in part with the characteristics of the spenders). 
The key differences are that corporate investment is (a) mere volatile, 
and (b) less sensitive to changes in the interest rate and less subject to 
noninterest rate rationing. Thus, when corporate investment demands 
increase, the associated demands on the capital markets raise interest 
rates and tighten credit, but the rebound effect of this tightening on the 
corporations themselves is slight. Potential home buyers, on the other 
hand, faced with the need to pay higher rates and to make larger down 
payments, are forced to curtail their expenditures on housing and their 
mortgage borrowing. Putting the matter crudely, the volume of mort- 
gage credit is a sort of residual, in that home buyers can obtain only 
that volume of credit which remains after the more volatile and per 
sistent demands of corporations have been satisfied. Although this con- 
clusion must be qualified in several respects, it appears to be basically 
correct and provides a reasonable explanation for the observed behavior 
of the residential construction sector during the postwar period. 

Some support for this explanation is provided by Chart 4, which 
shows movements in the net increment to mortgage debt and to cor- 
porate securities (including equities) outstanding. The two series shown 
are virtually mirror images of each other. We can reject out of hand 
the possibility that demands for investable funds by corporations and 
by mortgage borrowers are subject to independent influences which 
happen to be opposite in their effects. The chart suggests instead an 
organic interconnection between the processes of financing corporations 
through security issues and financing home purchasers through the 
creation of mortgage debt. Moreover, the possible causal relations un- 
derlying this interconnection are not unlimited. Possibly one type of 
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CHart 4. Net CHance in Nonfarm Morrcace Dest anp tn Totar Corporat 
Securities OUTSTANDING, 1949-59 
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demand was more volatile than the other; a second possibility is that 
the demands were equally volatile but that there were sharp differences 
in the respective interest rate elasticities (or in the degree to which 
they were subject to noninterest rate rationing). As already indicated, I 
believe that both were the case. 


B. Role of the Federal Government and the Banking System 


How does the federal government fit into this explanation? The char- 
acteristics of corporations noted above, which were said to underlie the 
dynamic character of corporate spending (as compared to the passive 
character of residential spending) seem to apply even more to the 
federai government. The credit demands of the government appear to 
be more volatile than those of the corporations, for example, while the 
government’s credit demands are interest-rate inelastic in the extreme 
and not to be put off by noninterest rate credit rationing. 

As soon as the government is added to our model, it becomes neces- 
sary to take into account as well the third dynamic or volatile sector of 
the economy, namely, the commercial banking system. Broadly, it ap- 
pears that fluctuations in bank credit tend to offset fluctuations in gov- 
ernment borrowing, leaving corporate demands as a sort of residual 
prime mover in the capital markets. This is not because the monetary 
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authorities are at the beck and call of the Treasury. Rather it refiects 
the manner in which both government borrowing and Federal Reserve 
policy are related to the business cycle. During a recession, for ex- 
ample, borrowing by the government increases as receipts from tax 
payments fall off and expenditures rise. The monetary authorities, fol- 
lowing a policy of credit ease designed to cushion the force of the re- 
cession and pave the way for recovery, do not allow these heavier 
borrowing needs by the government to tighten the market. The ex- 
pansion of bank credit thus offsets the government’s increased credit 
demands. The process may be quite direct, as when the Treasury floats 
a large cash offering and the Federal Reserve provides the banks with 
the reserves needed to acquire the new securities without any tight- 
ening in their reserve positions. The result is that the recession-induced 
relaxation of credit demands by corporations has the desired effect of 
releasing funds for mortgages, as explained above. 

During an expansion the reverse process occurs. As government 
revenues increase, its borrowing requirements tend to fall but because 
of the policy of restraint followed by the Federal Reserve System this 
does not have the effect of easing the capital markets. The increasing 
credit demands of the corporations are thus allowed to tighten the 
market and draw funds from the mortgage market. Thus, the usual 
adaptation of monetary policies to the business cycle has the effect of 
allowing the normal interaction between the corporate and residential 
construction sectors to proceed without interference from the fluctuat- 
ing credit demands of the Treasury. 

The recession of 1957-58 is a particularly striking example of this 
because the credit demands of the government rose so sharply as to 
completely offset the decline in corporate demands. Comparing the year 
ending June 30, 1958, which roughly demarcates the recession, with 
the previous year of expansion, external financing by corporations fell 
from $14 billion to $7 billion, or by $7 billion** while net government 
demands rose by $9 billion.*? Nevertheless, market conditions eased, 
as commercial bank credit rose by an unprecedented (for peacetime ) 
$14 billion—$9 billion more than in the previous year. 


C. Some Preconditions 


It seems clear that the tendency of the residential construction sector 
to act in countercyclical fashion involves some basic preconditions. In- 


* External financing is defined as the net increase in stocks and bonds, mortgage debt, 
bank loans and federal income tax liabilities plus net reduction in government securities 
holdings. If income tax liabilities are excluded, external financing declined by less than $5 
billion. 


"From debt redemption of about $3 billion to an increase in debt of about $6 billion 
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deed, the much better performance of the sector in the postwar than in 
the prewar period can be largely explained in terms of these conditions. 

The first condition is that fluctuations in general economic activity 
be limited, particularly contractions. The increases in the supply of 
mortgage credit during postwar business recessions had a greater effect 
in expanding housing demand than the reduced flow of income had in 
curtailing this demand partly because the reductions in income were 
small and the confidence of consumers was not significantly affected. 
However, the amount of ease that can be introduced into the mortgage 
market is limited by legal and institutional factors; the expansionary 
effect of easy credit, at the limit, can be largely offset or even swamped 
by substantial declines in income, such as those experienced in major 
prewar contractions. 

Moreover, when the level of general economic activity declines be- 
yond some point, the supply of mortgage credit may actually begin 
to tighten rather than easing further, as lenders become apprehensive 
with respect to the future economic status of borrowers and mortgage 
loans begin to appear more risky than before. Although lenders under 
such conditions might have more loanable funds than previously, they 
would be less inclined to lend. This would be reflected in a greater 
restrictiveness in lending terms, although interest rates on prime se- 
curities probably would continue to decline.” 

This leads to a second precondition, namely, that lenders are able 
to make sharp countercyclical variations in their mortgage lending 
without undergoing large changes in risk exposure. Two possible 
sources of a change in risk exposure have been noted in this paper. 
Reference has just been made to a shift in lenders’ evaluations of the 
risks associated with loans of given characteristics (given type of se- 
curity, lending terms, etc.). Such changes probably are quite small in 
a relatively stable economic environment such as we have had in the 
postwar period. The impact of any re-evaluations of risk that have oc- 
curred has been minimized by the federal underwriting programs, 
although undoubtedly, from this standpoint, these programs have not 
been very badly needed in the postwar period. 

Risk exposure can also change as a result of a shift in the loan mix, 
for example, toward loans with smaller down payments. Such changes 
are, indeed, an integral part of countercyclical shifts in mortgage lend- 
ing. If lenders are to push out more credit during a recession, for ex- 
ample, when basic housing demand is, if anything, weakening, they 
must stimulate demand by standing ready to make more liberal loans. 
Here the importance of the federal underwriting programs becomes 


*” This is the paradox referred to above where “money gets easy but lenders get tight.” 
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evident. Credit terms can be liberalized and demand stimulated, without 
any appreciable increase in risk exposure, by shifting into federally un- 
der-written loans. In the absence of such programs credit liberalization 
may be hampered, either because lenders are unwilling to court the 
added risk exposure, or are unwilling to do so without a compensating 
rise in rate (which can be quite large), or are unable to do so because 
they are already making most loans at the conservative maximum limits 
established by law for conventional loans. Thus the federal underwrit- 
ing programs have been an important structural factor facilitating the 
countercyclical tendency of the residential sector during the postwar 
period. 


D. Tight Money Before the Accord? 


It may appear surprising that a decline in the supply of mortgage 
credit could have been responsible for the 1948-49 decline in residential 
construction. Since lending institutions at that time held very substan- 
tial amounts of government securities and the Federal Reserve System 
was supporting the government bond market, how could there have 
been a contraction of mortgage credit? 

The celebrated accord between the Federal Reserve System and the 
Treasury in March 1951 has tended to overshadow certain important 
developments in prior years. These developments, which in themselves 
constituted partial steps back to an effective monetary policy, in a 
sense prepared the way for the accord, and influenced the mortgage 
market as early as the second half of 1947. During that period and 
again in the latter part of 1948, short-term interest rates were allowed 
by the Federal Reserve System to rise substantially from unusually low 
wartime levels. The banks appeared to be the only type of financial 
institution significantly affected by these moves, and their main re- 
sponse to rising short-term yields was to withdraw temporarily from 
the mortgage market. Between 1947 and 1949 net mortgage acquisi- 
tions by commercial banks fell by two-thirds.** Since the banks had 
helped create a climate of extreme ease in the mortgage market in 1946 
and early 1947 by aggressively competing for mortgages, their sudden 
withdrawal from the market had a considerable impact. 

The 1948 decline in mortgage credit and residential construction thus 
resulted from the earliest and mildest of the measures designed to re- 
store the central bank’s control over the money supply. This was an 
unusual instance of developments in the market for short-term instru- 
ments of high liquidity directly and seriously influencing the market 


* Subsequently, the banks re-entered the mortgage market to help spark the 1949-50 
expansion. 
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for long-term instruments of relatively low liquidity. The connecting 
link, of course, was the portfolio adjustment of the commercial banks, 
and the fact that the banks had been unusually active in the mortgage 
market in prior years. 


IV. Future Prospects 


Will the countercyclical mechanism described above continue to op- 
erate in the future? It is not the case, as some have argued, that the 
process will necessarily come to an end as a result of the gradual 
weakening of basic housing demand relative to the total housing stock 
—a result of unfavorable demographic factors over the 1950-60 dec- 
ade, conjoined with the very substantial additions to the stock dur- 
ing this period. Even if this development presages a decline in the 
average level of construction, which is by no means certain, credit- 
induced fluctuations (possibly of reduced absolute magnitude, to be 
sure) might well occur around this lower level. 

Nor does the upward ratcheting of mortgage credit terms on FHA 
and VA mortgages over the period since the second world war, referred 
to earlier, limit the scope for easing of credit in the future. Liberaliza- 
tion of credit involves not only a relaxation of terms on FHA and VA 
mortgages but, possibly of more importance, a greater availability of 
these mortgages. Each period of credit ease has been accompanied by a 
rise in the relative importance of FHA and VA mortgages in the total. 
There has not, however, been an upward trend in this ratio over the 
1948-59 period as a whole, and in early 1960 the ratio was lower than 
during most of the period (see Chart 3). 

More germane to future prospects is our assessment of the possibility 
that fluctuations in general business will be more severe in the future 
than they were in the 1948-59 period. To be sure the federal under- 
writing programs will continue to minimize any disruptive swings in 
risk exposure that could otherwise result from more severe fluctua- 
tions in general business. But large procyclical swings in income could 
still swamp the effects of countercyclical variations in the supply of 
mortgage credit. 

As a further possibility, the intricate mechanism through which busi- 
ness fluctuations generate countercyclical swings in the supply of mort- 
gage credit might develop kinks at one point or another. The time series 
in Chart 1, for example, suggest the hypothesis that the response of 
housing to easy credit may be coming progressively later during reces- 
sions. This hypothesis warrants careful study, directed at the port- 
folio responses at crucial junctures of the major types of mortgage 
lenders (has this response been influenced by the secular erosion of 
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their liquidity positions during the postwar period? ); at the timing of 
governmental policy actions relative to the business cycle; and at the 
changing structure of housing demand. 
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THE CYCLICAL SENSITIVITY OF THE LABOR SUPPLY 


By W. Lee HANSEN* 


Recent detailed investigations indicate that the percentage of per- 
sons in the civilian labor force remains relatively constant in the long 
run and is only slightly responsive, if at all, to changes in income and 
employment [5]. However, there is as yet considerably less agreement 
on the short-run, cyclical behavior of the aggregate labor supply, par- 
ticularly as it affects the level of unemployment when aggregate de- 
mand declines [6, pp. 6-13] [8]. Much of the discussion centers on 
precisely how the labor force attachment of “fringe” workers—stu- 
dents, older workers, and especially housewives—varies with changes 
in the level of business activity.* Although a number of hypotheses have 
been advanced to suggest the kinds of changes that may occur and the 
reasons for such changes, the evidence offered in support of these hy- 
potheses thus far has been inconclusive. Hence, in this paper an at- 
tempt is made to examine some rather neglected labor force data—the 
“gross change” data—in an effort to evaluate for the postwar period 
the validity of two of these hypotheses in particular. 


I. Two Hypotheses 


The disagreement as to how the supply of labor varies in the short 
run may be illustrated by citing two of the hypotheses offered to ex- 
plain the higher than “normal” unemployment levels during recent 
recessions. Some commentators conjectured that as unemployment 
mounted, a large-scale and presumably temporary influx into the labor 
force of fringe workers who hoped to augment family incomes exag- 
gerated the magnitude of unemployment. Others disagreed, maintaining 
that the unemployment totals were understated because of the rapid 
withdrawal from the labor force of “discouraged” work seekers, i.e., 
those who finally gave up their unsuccessful search for work. Two 
other hypotheses relate to periods of prosperity but they are not ex- 
amined here.” 


* The author is assistant professor of economics, University of California, Los Angeles 
Robert B. Pearl, Bureau of the Census, and Harold Goldstein, Bureau of Labor Statistics, 
kindly made available unpublished data. Their comments as well as those of Clarence Long 
and Richard Wilcock, in particular, are acknowledged 

* As an example, Wool [10, p. 52] states that “. . . the systematic inclusion within the 
labor force of ‘fringe’ groups has resulted in a high degree of seasonality in the labor force 
totals ... and has tended to make the series relatively sensitive to cyclical changes in the 
level of labor demand.” For a recent discussion of the role of fringe or secondary workers, 
see Wilcock [8]. 


* These hypotheses are: (1) fringe workers are attracted into the labor force and hence 
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That the level of unemployment in depressed periods may be 
greatly affected by entry into and exit from the labor force is by no 
means a recent notion. Its origins go back to the 1930’s, when Woytin- 
sky advanced his so-called “additional worker” theory, holding that 
in periods of depression the ranks of the unemployed are swelled by 
the entrance of family members seeking jobs because of the unemploy- 
ment of the primary earner in the family [11, pp. 1-27]. But, later, 
Long suggested that even though additional work-seekers may appear 
in the market in periods of slack demand, their influence upon the un- 
employment totals will be offset, either completely, or in large part, by 
those who become too discouraged to continue looking for work [5, 
pp. 181-201]. Although these hypotheses were originally designed to 
throw light on the depression-unemployment experience of the 1930's, 
their plausibility has caused them to be extended to the recent reces- 
sions as well. 

Which of these hypotheses is correct is of considerable importance 
in formulating antirecession policies. If fringe workers do enter the la- 
bor force but fail to find employment, thereby increasing the number 
of unemployed in depressed periods, it seems likely that the pressures 
for prompt and large-scale offsetting action by the government to 
alleviate these conditions will be accentuated. Yet, if this offsetting 
action should be designed to cope with total recorded unemployment, 
it may needlessly overshoot the mark. This would occur because as 
primary workers become re-employed the additional work-seekers are 
likely simply to withdraw from the labor force. If, however, the influx 
of additional workers counterbalances the outflow of discouraged work- 
ers, no such problem arises. 

The kind of evidence required to test these two hypotheses cannot 
be found in the aggregate labor force statistics; for these statistics pro- 
vide no indication of the size and pattern of the flows of individuals 
into and out of the labor force and into and out of employment and un- 
employment. They cannot tell, for example, how much of any increase 
in unemployment arises from the disemployment of workers and how 
much should be ascribed to the entry into the labor force of fringe 
workers. Nor do they indicate how many of the previously unemployed 
have been re-employed and how many others have dropped out of the 
labor market completely. 

What is needed are data on gross changes in the labor supply which 
show the gross movements from month to month of individuals into 
and out of the labor force and into and out of the employed and un- 
employed categories. Through casual observation alone, one cannot 


into employment because of the ease with which they can find jobs; and (2) rising incomes 
of primary wage-earners enable fringe workers to withdraw from the labor force and em- 
ployment because it is no longer necessary for them to supplement the family income. 
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help being aware of these continuing movements. Young persons grad- 
uate from school and seek permanent jobs; others withdraw from the 
labor force to marry or retire; some people intermittently hold part- 
time jobs; and still others change jobs or become temporarily unem- 
ployed. The way in which these gross changes vary differentially in 
response to cyclical changes in demand will determine net changes, 
and through these the absolute levels of the labor force, employment, 
and unemployment. 

Gross change data are derived from the monthly Current Population 
Survey conducted by the Bureau of the Census (since 1959 under con- 
tract with the Bureau of Labor Statistics) [16]. They reflect changes 
in the labor-force status of individuals within the civilian noninstitu- 
tional population from one month to the next. Changes are expressed 
as “additions” to and “reductions” in the labor force and its components, 
employment and unemployment. In the case of unemployment, the re- 
lationship can be put as follows: 

Ui+ DE + A — RE — R = U, 


H+S+0O H+S+0 


where U; and U; represent the numbers of unemployed in two succes- 
sive months. DE is the disemployed, A is the additions to unemploy- 


ment from outside the labor force, RE is the re-employed, and R is the 
reduction in unemployment owing to withdrawal from the labor force. 
In each case the additions (A) and reductions (R) are classified by 
prior or subsequent status, respectively, i.e., keeping house (#7), in 
school (S), or “other” (O).* These changes are measured by comparing 
the labor-force status of respondents who are in the sample for two 
consecutive months. Despite certain deficiencies, the regularity of the 
patterns observed suggests that these data can be of use in an analysis 
such as this.* 

Regular publication of these data began in May 1948 and continued 
through December 1952. Since that time the data have not been pub- 
lished regularly.® The principal reason for this lapse is that the Bureau 


* Unfortunately, the “other” category is otherwise undefined; usually about one-third of 
both additions and reductions are moving from or into the “other” category. 

* Besides the usual conceptual difficulties and problems of reliability associated with labor 
force data, biases may appear because less than the full sample is used [1] [2] [14] [15]. For 
example, only about 65 per cent of the total sample is common to both months; 25 per cent 
drop out because of sample rotation, and the remaining 10 per cent are not successfully 
interviewed, primarily because they moved into or out of a sample household between the 
two interview dates. In addition, because of the gross nature of these data, errors of response 
may loom rather large and are unlikely to cancel out [3]. Furthermore, the data provide no 
indication of multiple moves by individuals within periods; only the initial and final status 
are reflected in the data. Nor can monthly gross changes be cumulated to give gross changes 
for the year because some individuals change their status several times. 


*Some more recent, but incomplete, data have appeared [9] [12, pp. 32-37] 
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TABLE 1-—CYCLICAL SENSITIVITY IN RATES OF UNEMPLOYMENT AND OF GROSS 
CHANGES IN UNEMPLOYMENT 
(Rates expressed as percentage of civilian labor force) 


1948-49 1953-54 1957-58 


Catagery Peak Trough} Peak |Trough| Peak |Trough | Peak* 
Nov. ’48/Oct. ’49/Oct. July ’57|Apr. 


$9 | 4.3 1 7.2) 5.8 


Unemployment 4.2 


/ 


Gross additions to un 9 r 9 
employment 


Gross reductions in un 
employment 


Gross additions to un 
employment from out- 
side the labor force 


Gross reductions in un 
employment owing to 
withdrawls from the | 
labor force 


Gross additions to un 
employment from keep- 
| ing house 


Gross reductions in un 
| employment owing to 

withdrawals to keeping 
| house 


Line 3a/Line 2 


| Line 3b/Line 2 
Line 4a/Line 2: 
4h Line é 


® See footnote 10 


Source: Derived from gross change data [16] and unpublished data for 1954 through 1959 
Data are seasonally adjusted 


of the Census, and since July 1959 the Bureau of Labor Statistics, 
have been examining intensively certain of the estimation problems and 
biases in the data. However, unpublished data for the period begin- 


ning in early 1954 through 1959 have been made available for use in 
preparing this paper.° 


*Data for 1953 and the first month of 1954 are not available because of the difficulties 
of making them comparable with earlier and later data. 


302 
1959 
Line 
No. | 
| 2.8 | 
2a 
) | 
3a 0.5 0.8 0.6 0.8 0.8 | Ba 4. Ba 
| | 
| | 
$b 0.5 | 0.7 | 0.6 | 0.8 | 0.8 | 1.0 | 1.0 
| | | | | | 
| 
| | | | 
| } 
ha 02 | 03 | 0.3 04 | 04 | 03 | 0.5 
| | | | | 
| | | | | | | 
th 102 | 03 | 04/104 05 | 085 
| | | | | 
| | | | | 
| 
5 ee | 0.3 | 0 3 0.4 | 0.3 |} 0.4 | 0.4 | 0.4 
6 0.3 | 0.3 | 0.4 | 03 | 03 | 03 | 0.4 
| 
| | 0.1 0.1 | 0.2 0.2 | 0.2 | 0.1 | 0.2 
| 02 0.2 | 02 | 02 | 0.2 
| | 
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II. The Impact of Gross Change Movements on Unemployment 


Before the gross change data are examined, the behavior of the ci- 
vilian labor force and the level of unemployment from 1948 through 
1959 should be briefly reviewed. From 1948 through 1959, the civilian 
labor force grew from 61 to 69 million persons, while unemployment 
ranged from yearly averages of 1.9 to 4.7 million persons, with wider 
variations observable in specific months.’ During this period, the civil- 
ian labor force as a percentage of the civilian noninstitutional popula- 
tion over age 14 remained relatively constant, ranging from 57.9 to 58.9 
per cent, excepting 1956 when it reached 59.3 per cent. Unemployment, 
meanwhile, varied from 1.6 to 3.8 per cent of the civilian labor force. 
Examination of the annual data shows that changes in the percentage 
unemployed are not directly associated with changes in the percentage 
of people in the civilian labor force. This lack of association occurs 
despite the influence of three recessions, the Korean war, and alter- 
nating periods of “full” employment.* 

What kind of impact do gross change movements exert on the level 
of unemployment and what is the significance of these movements for 
the hypotheses under consideration? 

Table 1 presents some rough measures of the pattern of cyclical 
changes in unemployment and in the gross change rates. All rates were 
calculated from seasonally adjusted figures and then smoothed by a 
three-month moving average.® The National Bureau dating of cyclical 
peaks and troughs is used, with two exceptions. Because of the unavail- 
ability of gross change data for July 1953, the most recent prior data, 
for October 1952, are substituted. As a concluding date for the analy- 
sis, data for the most recent month available, October 1959, are used."° 

Line 1 shows the unemployment rate (unemployment as a percent- 
age of the civilian labor force) in peak and trough months, while lines 
2a, 3a, 4a, 2b, 3b, and 4b show gross additions to and reductions in 
unemployment (also as percentages of the civilian labor force) for var- 
ious labor-force categories. A cursory examination of the rates in lines 
2a, 3a, and 4a reveals that they fluctuate with changes in the level of 
unemployment. This is to be expected of gross additions to unemploy- 


* These figures and those given below are based upon the “new definitions” [13, p. 174]. 

*For other comments on the stability of the labor force participation rate, see Long 
[4] and Rees [7]. 

*The basic data were seasonally adjusted by the author. In computing the rates, gross 
changes from month 1 to month 2 were divided by the civilian labor force, or, where 
applicable, the civilian noninstitutional population over age 14 for month 1. The rates were 
subsequently smoothed because of the large standard error of estimates for month-to-month 
(net) changes, particularly when the size of the changes is so small (absolutely). 

” This is not to imply that October 1959 represented a cyclical peak but, rather, a reason- 
ably high level of economic activity. 
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ment (2a) because with high or low unemployment a larger or smaller 
proportion of the work force is in the process of becoming disemployed. 
However, it is apparent that additions to unemployment from outside 
the labor force (3a) which average about 40 per cent of total additions 
to unemployment, also fluctuate with unemployment. This clearly in- 
dicates that such movements are sensitive to changes in the level of 
economic activitiy. (The differences between lines 2a and 3a indicate 
the rate of additions to unemployment from employment.) Of additions 
to unemployment from outside the labor force, roughly 50 per cent are 
housewives (4a); and here again, this rate fluctuates with the unem- 
ployment rate. However, the pattern is not quite as consistent as that 
displayed by the other series (2a and 3a). But when the additions in 
3a and 4a are expressed as ratios of total additions to unemployment 
(2a), these additions constitute a fairly stable proportion of gross ad- 
ditions to unemployment, after due allowance for rounding (lines 5 
and 7). 

This portion of the evidence relating to gross additions supports the 
additional worker hypothesis inasmuch as a larger proportion of people 
flow into the labor force with a rise in unemployment. But, what about 
the evidence concerning gross reductions? 

As can be seen by the rates in lines 2b, 3b, and 4b, reductions from 
each unemployment status almost completely offset the additions (lines 
2a, 3a, and 4a, respectively), with the result that the ratios of with- 
drawals of unemployed from the labor force (3b) and of the unem 
ployed who became housewives (4b) relative to reductions in total un- 
employment (2b) also show considerable stability (lines 6 and 8). Once 
again, the differences that do appear arise in large part from rounding. 

The combined evidence on both additions to and reductions in un- 
employment where movement is to or from outside the labor force sug- 
gests that Woytinsky’s hypothesis—that the influx of additional work- 
seekers raises the unemployment level in periods of high or rising un- 
employment—is not supported by the data for much of the postwar 
period. On the contrary, whatever increases in additions did occur 
were effectively canceled out by increases in reductions, in precisely 
the manner suggested by Long’s hypothesis. Consequently, the Woytin- 
sky hypothesis must be rejected while Long’s is supported by the data.” 

It seems reasonable to believe, however, that the impact of net in- 
flows of additional workers may not be fully apparent at cyclical 
troughs but rather will appear several months after the trough is 
reached because of lags in the adjustment of the labor supply. Because 
of this possibility, an examination of the data on a recession-by-reces- 
sion basis seems to be in order. The data are plotted in Chart 1 and 


™ The data, however, provide no direct evidence on the motivations of the inereased 
numbers of people seeking jobs or discontinuing seeking jobs. 
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CuHart 1—Rates or UNEMPLOYMENT AND OF Gross CHANGES IN UNEMPLOYMENT, 
1948-1959" 


Identification Key : 
(1) Unemployment 
(2a) Gross additions to unemployment 
(2b) Gross reductions in unemployment 
(3a) Gross additions to unemployment from outside the labor force 
(3b) Gross reductions in unemployment owing to withdrawals from the labor force 
(4a) Gross additions to unemployment from keeping house 
(4b) Gross reductions in unemployment owing to withdrawals to keeping house 


* Data were seasonally adjusted and then smoothed with a three-month moving average 
Source: Same as Table 1. 


are labeled as in Table 1. Caution must be exercised in interpreting the 
monthly data, however, given the possibilities of errors mentioned pre- 
viously. 

While unemployment was rising during most of 1949, gross additions 
to unemployment from outside the labor force almost consistently ex- 
ceeded gross reductions. But only a small part of this excess was house- 
wives; most were students. It can be argued that because of the reces- 
sion students could not find jobs. Yet, this situation can be partly at- 
tributed to the exceptionally large college enrollments and large num- 
bers of graduates that year, brought about by the GI Bill and the war- 
delayed college enrollments. Net inflows in the summer months of 1949 
can probably be ascribed, therefore, to these special circumstances. 
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The slight excess of additions over reductions in the early months 
of 1950 is difficult to dismiss even though the size of the movement 
into the labor force proved to be small.’* But, actually, movements 
from the status of unemployed to that of housewife were then exceed 
ing the reverse movements. Thus, the inflow came from the “student” 
and “other” groups. 

Lack of data for the final months of 1953 and the first two months 
of 1954 prevents an examination of the nature of the gross movements 
in this period of rapidly increasing unemployment and hence makes it 
difficult to interpret the small excess of additions to the unemployed 
from outside the labor force in early 1954."° Some have theorized that 
the well-publicized discrepancy in the January 1954 unemployment to 
tals between the old and new samples caused enumerators to be espe 
cially careful in their search for the unemployed in subsequent months 
114]. If this were the case, then the higher levels in February-March 
1954, of new entrants into the unemployed from outside the labor force 
and from housekeeping in particular may have reflected this situation. 
On the other hand, this evidence may provide some tentative support 
for the additional worker hypothesis. Still, the increases in the inflows 
were so small that one may easily question whether they are significant 

In the early part of 1958, additions from outside the labor force 
exceeded reductions but housewives did not make any substantial con 
tributions to the flows. The increase that did occur can perhaps be at- 
tributed to the recession, but, oddly enough, here again students rather 
than housewives were the major contributors to the increase in unem 
ployment. Yet, in this case the inflow of students took place in the mid 
dle of the school year! 

It appears that in 1950, possibly in 1954, and again in 1958, some 
small net inflows of additional workers into the unemployed category 
did occur when unemployment was at recession-high levels. If so, how 
significant an impact did they exert on the level of unemployment? Be- 
cause of the nature of the gross changes data, a precise quantitative 
assessment of this impact is difficult to make. However, if the differ- 
ences between the lines indicating gross additions to and gross reduc- 
tions in unemployment, representing persons moving into and out of 
the labor force, are summed and subtracted from the unemployment 
level, then a very rough estimate can be made. For example, had these 
flows not occurred, unemployment might have dropped off more rapidly 


“ Even though a net inflow from outside the labor force did occur, unemployment did not 
increase because the unemployed were being reemploved at a much faster rate 

“The monthly data show a somewhat greater excess of additions over reductions in 
February-March 1954, an excess that quickly narrowed in the following months. From this 
one may infer that the excess was probably even greater in January-February 1954. 
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by, say, .2 per cent in January and by, say, .4 per cent in February 
1950. Nonetheless, unemployment would still have remained at close 
to 6 per cent of the civilian labor force. In early 1954, the unemploy- 
ment level might have risen somewhat more slowly if the apparent net 
inflow of additional workers had not taken place. Again, the magnitude 
of the effect would probably have been in the nature of .1 to .3 per cent 
at the very most. And in 1958, if a net flow of additional workers into 
the labor force had not occurred early in the year, unemployment 
would probably have risen less slowly to its August 1958 peak, thus 
reducing unemployment from April 1958 onward to about 7 per cent, 
roughly .2 per cent under the actual seasonally adjusted figures. All of 
these calculations rest on the assumption that no repeaters occur, ie., 
that the same person does not show up as one of the gross additions 
in month 1 and then again in month 3 after being one of the gross re- 
ductions in month 2. Actually, given the probability that there are a 
fair number of repeaters, the possible effect of additional worker inflows 
is overstated, even if the data are taken at face value. 

Any estimate of the impact of possible “additional workers” on un- 
employment levels should also take into account the full-time equiva- 
lents of the net additions. To the extent that two-thirds of new net 
additions are females, the likelihood is that the full-time equivalent in- 


crease in unemployment is substantially under one per additional per- 
son unemployed. Presumably a sizeable proportion of female entrants, 


whether housewives or “other,” will be seeking part-time, rather than 
full-time, employment. Similarly, the group entering from schools will, 
except in the summer months, also be seeking part-time employment. 
Thus, although total unemployment figures are normally taken as an 
indicator of the severity of a downturn in economic activity, any pos- 
sible inflows of “additional workers” will probably not appreciably ac- 


centuate the “real” level of unemployment. 


Ill. Possible Explanations 


What explains the failure of individuals to respond in substantial 
numbers to increases in the level of unemployment, either by entering 
the labor force to seek employment or by withdrawing because no jobs 
can be found? Three factors appear relevant: (1) the mildness of the 
postwar recessions, (2) the availability of unemployment compensa- 
tion and of consumer-held cash assets, and (3) the relative unavaila- 
bility of large supplies of “additional workers.” Let us consider these 
points. 

Because the postwar recessions have been relatively mild in their 
amplitude and of rather short duration, the average annual rate of un- 
employment has never exceeded 7 per cent. Furthermore, the unem- 
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ployment level usually dropped off by approximately two percentage 
points within a year following the upper turning-point. To the extent 
that the recessions were recognized as temporary, as was the general 
case, potential additional or fringe workers had less incentive to seek 
work. Of equal importance, the widespread availability of unemploy- 
ment compensation undoubtedly permitted many families to partially 
maintain their levels of consumption until layoffs were terminated or 
other job opportunities presented themselves. In addition, the improved 
liquid-asset position of most families, as compared to conditions in the 
1930's, plus the greater availability of consumer credit, may have 
helped to ease the financial distress which normally accompanies un 
employment. Thus, wives and children were not forced to seek jobs in 
large numbers. 

Finally, because most individuals not already in the labor force were 
fully occupied in other activities, i.e., attending school, keeping house 
while raising children, or physically unable to seek or undertake work, 
the supply of additional workers was probably rather limited. Certainly 
this was true of the housewife group; the younger ones were taking 
care of their families while a sizeable proportion of the older ones were 
already committed to the labor force on a regular basis, In a sense, one 
could argue that in the 1950’s most of what would have been the addi 
tional worker group of the 1930’s was already in the labor force. Thus, 
except for special circumstances such as during the second world war 
and the Korean war, when wives and girl friends sought employment 
while their husbands and boy friends were in military service, the elas 
ticity of labor supply with respect to increases in the rate of unem- 
ployment would seem to have been close to zero over the relevant range 

How do the various hypotheses about short-run labor supply behav- 
ior stand up in view of this investigation? Obviously, the separate “ad- 
ditional worker” and “discouraged worker” flows do occur, as suggested 
by Woytinsky and Long respectively. However, Long’s version, which 
includes both kinds of flows and assumes that they tend to be offsetting, 
is far more consistent with the experience of the last decade or so than 
the cruder version of Woytinsky. Still this is not to suggest that under 
conditions of severe recession or deep depression the inflows and out- 
flows can be expected to balance out as they have in the past. 

Some may still argue that the data are too rough to detect the type 
of movements suggested, especially in view of the mildness of recent 
recessions. Despite the many shortcomings of the data, seemingly reg- 
ular and consistent patterns do occur, suggesting that they can be relied 
upon in an analysis of this kind. Accordingly, it is to be hoped that 
publication of these data will soon be resumed. 
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EFFECT OF TARIFF CHANGES ON ‘THE PRICES 
AND VOLUME OF IMPORTS 


Ry Morprecuar Kreemin* 


For the past 25 years the United States has been granting tariff con 
cessions to foreign nations under authority provided by the Reciprocal 
Trade Agreements Act of 1934. Negotiations leading to these conces 
sions were conducted on a bilateral basis during the prewar years, and 
shifted to the multilateral framework of the General Agreement on 
Tariffs and Trade (GATT) in 1947, But throughout the entire period 
they were subject to the unconditional most favored nation principle 
under which a concession granted to any one country is immediately 
applicable to all other sources of supply. In total, these concessions 
had a sizeable effect on the United States tariff level, reducing the ra 
tio’ of duties collected to the value of dutiable imports by 50 per 
cent between 1933 and 1953: 

Concessions made in all trade agreements apply to articles which ac- 

counted for 93.4 per cent of the total dutiable imports in 1952... . The 

average ad valorem equivalent of the duties on total dutiable imports 

(weighted by 1952 data) before any trade agreements were in effect was 

4.4 per cent. The average at January 1, 1945, rates was 17.9 per cent; 

and as of January 1, 1953, it was 12.2 per cent [17, p. 3] 


\lthough overshadowed by the substantial rise in income during the 
past generation, such a large decline in the level of protection could 
not fail to have some effect on the volume of U.S. imports 

This arcicle utilizes data from the two most recent GATT negotia 
tions, conducted in 1955 and 1956, to examine the effect of the United 
States tariff-reduction program on the prices and volume of imports 
subject to tariff concessions, After comparing the results to those ob- 
tained by other students of the subject, the data are used to draw policy 
conclusions and to measure roughly the gain in welfare and the loss of 
employment resulting from the tariff cuts. 


I. Conceptual Framework 


Schematically, the effect of our tariff-reduction program on the U.S. 
economy can be illustrated by the causal sequences set forth in Figure 1. 


* The author is associate professor of economics at Michigan State University. He is 
grateful to the Ford Foundation for a faculty research fellowship in support of this project, 
and to Abba Lerner for helpful suggestions 

"The problems involved in interpreting average tariff rates need no elaboration here 


For discussion, see U.S, Department of Commerce, “The Nature and Significance of Inter 
national Comparisons of Tariff Levels” [3, pp. 225-20] 
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Decline in US 
larill | Import Price | Increase in | Displacement 
Reduction | a | and Improved Term j ' the volume of fof US 
in US | of Trade of the lus Imports | | Production 
supplying Nations 


1. or U.S. Repucrion on tue U.S. Economy 


A cut in our tariff rates may or may not result in an equivalent de 
cline in import prices, In all probability only part of the reduction 
would be passed on to the U.S. consumer, the remainder being reaped 


by foreign suppliers in the form of higher export prices. The division 
of the total gain between the foreign producer and the domestic con 
sumer would depend on the relative elasticities of import demand and 
export supply. 

Considerations that have a bearing on the relevant elasticities in 
clude: the type of commodity involved; the share of imports in the 
total domestic consumption of the particular commodity ;* existence or 
absence of “excess protection” in the importing country; the possibility 
of expanding production in the exporting country or of diverting out 
put from domestic consumption and from third markets; availability 
of acceptable substitutes; the market structure (i.e., degree of monop- 
oly) of production and trade in the two countries; profit margins; and 
the like. These complex factors’ are unlikely all to operate in one direc- 
tion in any one case. 

Despite the importance of the problem embodied in the first sequence 
of Figure 1, it is usually overlooked in studies concerning the impact 
of our Trade Agreements Program. Most students of the subject resort 
to a priori assumptions and proceed to examine the effect of tariff 
changes on the volume of imports. This approach is exemplified in a 
recent study by L. Krause [7] who: 

makes no effort to discover what price changes may have occurred 
in the two groups of goods, although price reductions are of substantial 
economic significance, quite apart from their influence on the quantities 
of goods imported, He simply assumes that import prices reflected fully 
the tariff changes in his reduced groups, and at one point refers to “the 

price changes negotiated at Torquay” [6, p. 555]. 

* Since the U.S. tariff is imposed primarily for purposes of protection, it can be safely 
assumed that competitive commodities are produced domestically. 

*Even the relation between short- and long-run elasticities is difficult to determine in 
the case of export supply and import demand. In an internal market, the presumption is in 
favor of higher elasticities in the long run after more time is allowed for quantity adjust 
ment. But the higher elasticity of domestic demand in the long run may be compensated 
for by an upward shift in the domestic supply curve leaving import demand unchanged 


This could be the case in the United States, for example, when import-competing industries 
are induced (in the long run) to move to areas enjoying lower labor costs 
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Such an a priori assumption is hardly warranted, In reasonably com 
petitive markets in which imports represent only a small part of total 
consumption, a substantial increase in imports may occur with little 
decline in import prices, Instead, the rise in volume would be a result 
of higher prices obtained by foreign exporters who, having absorbed 
the tariff concessions, can afford to compete on the U.S. market. Indeed, 
Piquet makes the opposite (equally unwarranted) assumption of no 
decline in import prices |9, p. 18]. 

Sequence b of Figure 1 relates to the price elasticity of demand for 
imports. In the vast amount of empirical work’ done on the subject, 
very little use was made of tariff changes in computing price clastici 
ties." Such an approach is indeed precluded by the prevailing tendency 
to overlook the price effects of tariff changes. 

The final sequence of Figure 1 concerns the effect of a larger vol 
ume of imports on domestic production and employment. An attempt 
to measure the order of magnitude of employment displacement has 
recently been made by Walter Salant [11] [12] [13] and B. N. Va 
cara | 20]. After investigating the effect on domestic employment of a 
$1 million increase in imports in each of 72 industries, Salant concludes 
that the largest net decrease in employment would be 175 employees, 
with a median of 86. Thus, a $1 billion increase in imports could cause 
a maximum displacement of 175,000 workers—a small number com 
pared to the employment effects of cyclical fluctuations or of the nor 
mal turnover in the labor force. He, however, does not assess the extent 
of the tariff reduction necessary to bring about such a displacement 
The missing links will be supplied with the data developed below. 


II. Data and Procedure 

Of the five rounds of tariff negotiations which have taken place since 
the formation of GATT’—Geneva, 1947; Annecy, 1950; Torquay, 
1951; the accession of Japan in 1955 and Geneva in 1956 [18]—the 
latest two were selected for use in the present investigation. The first 
three rounds occurred under post-world-war and Korean-war condi 
tions. Prices of imported commodities, with which we are here con- 
cerned, experienced violent fluctuations during 1948-1952, but exhib 

*For a summary of the results of forty books and articles published on the subject be 
tween 1937 and 1956, see [1] 


*An important exception is a study by B. A. de Vries [2], in which tariff changes 
are used to construct elasticity estimates. But the quantity and price figures employed in 
his study are not magnitudes of changes which have actually occurred. Instead thev are 
based on the 1945 Tariff Commission estimates of the long-run effects of a 50 per cent re 
duction and a 50 per cent increase in the 1939 tariff rates on the volumes and values of im 
ports of individual commodities 


*A sixth round of negotiations is taking place at Geneva in 1960-61 
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ited a high measure of stability thereafter (Figure 2).’ The period since 
1953 is therefore well suited for examination of the effect of tariff 
changes on import prices. Furthermore, the mid-1950’s witnessed a re- 


Al | 


MANUFACTURES 


UFAC TURED 


Tar 


Fiounr 2. Paice Inpexes or Importen Commonrities 
Source: Figures derived from the “World Trade Review” series published in Forelgn 
Commerce Weekly, and from Total Export and Import of the United States, both by the 
Department of Commerce 


turn of production conditions to normal in Western Europe and Japan. 
Consequently, price and quantity changes occurring during the second 
half of the decade would have a better predictive value than earlier 
changes. Finally, the Torquay negotiations of 1951 were already em 
ployed in a somewhat similar investigation by L. Krause [7] which 


will be discussed in Part IV, 

Since the concessions granted in 1955" became effective during that 
year, they will be studied by constructing and comparing price and 
quantity indexes for 1954 and 1956. The concessions granted in 1956 
on the other hand became effective in three stages, on June 30 of 1956, 
1957 and 1958, and will be studied by comparing the years 1955 and 
1959. An elapsed period of four years has the added advantage of per- 
mitting a fuller adjustment to increased imports by U.S. import-com- 
peting industries. It should be noted that the 1955 concessions related 
only to the accession of Japan to the General Agreement and were 
therefore limited in scope. They were granted primarily on commodities 
for which Japan is the major supplier. The 1956 negotiations were 
clearly more significant, and will be relied upon more heavily. 

The procedure followed involved a comparison of changes in the 
prices and the volume of imports between products on which tariff rates 
were reduced (reduced group), and immediate substitutes which were 
not subject to tariff reduction (nonreduced group). The two groups 
were made comparable by selecting the nonreduced group in such a 
way as to equate it to the reduced group with respect to commodity 
composition and the average value of imports in the two years under 

"Figure 2 shows annual data. But similar conclusions can be drawn from seasonally 
adjusted quarterly data. 


*For discussions of the concessions granted and received by the United States see [19] 
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comparison. A condensed version of the worksheet used in the compu- 
tation is presented in the appendix to clarify the procedure, The work 
sheets used for analyzing the concessions were patterned after Part A 
and were subsequently aggregated in a manner indicated by Part B. 

Adequate value and quantity figures® were available for products 
accounting for 69 per cent of the reduced groups." The published net 
value figures are F.O.B. port of export, excluding transport and distri- 
bution costs" as well as the duty. The reduced and nonreduced groups 
would be expected, once aggregated, to show parallel price and quantity 
movements in the absence of the change in duty. A comparison between 
them will therefore reveal the effect of the tariff concessions. 

\n important shortcoming of this method (which is often overlooked 
in studies of this kind) lies in its implicit assumption that the prices 
and volume of the nonreduced group will not be affected by the tariff 
concessions, Since the two groups of commodities are competitive, the 
nonreduced category will move in a predictable direction depending on 
the cross-elasticity of demand. Following the presentation of the results 
in the next section, the implications of this qualification will be evalu- 
ated. 


IIT. Main Results 


A summary of the results pertaining to the 1955 negotiations is pre- 
sented in Part A of Table 1. The concessions granted in that year 
amounted to 28 per cent of the 1954 tariff rates and to 8.7 per cent of 
the average foreign export price of the reduced group. Between 1954 
and 1956, the average export price of the nonreduced group declined 
by 4.8 per cent, while that of its reduced counterpart rose by 1.2 per 
cent—a total discrepancy of six percentage points. The comparison 


~ 


suggests that less than a third (2.7/8.7) of the tariff concessions 
granted by the United States were passed on to the U.S. consumer in 
the form of reduced import prices, while more than two-thirds (6/8.7) 
accrued to the foreign suppliers and improved the terms of trade of the 
exporting nations. Alternatively, the figures can be explained as fol 


*Data were derived from the following sources: (a) Census reports [14], calendar years 
1954 and 1956 for the 1955 negotiations; 1955 and 1959 for the 1956 negotiations, These 
reports contain tabulations of U.S. imports broken down to a seven-digit commodity classi 
fication. For each item they list net quantity and dollar value by country of origin: (b) 
Census schedule [15] which includes a conversion code to the five major economic classes: 
and (c) State Department reports [16] which contain the relevant information about the 
tariff concessions granted by the United States 

” Total 1955 imports of products on which concessions were granted in 1956 were about 
$875 million. Of this, commodities accounting for $600 millions were used in the study, 
while the remaining $275 millions had to be omitted for lack of quantity information or for 
other reasons 


“These are often assumed to be roughly equal to the foreign price [5, p. 388]. 


KREININ: EFFECT OF TARIFF CHANGES 
Pasir Prick Quantity CHANGES OF IMporTED 


Retween 1954 and 1956 
} | Tariff Reduction Average Value of 
Change in Quantity as Per Cent of Imports of the Re 
Export Prices| Change duced (yroup for 1954 
(per cent) (per cent) Price Tariff and 1956 


(per cent) |(per cent (million dollars) 


| 


All Commodities | 
Reduced (Group | 


Nonreduced Group 
All Commodities — but 
Excluding Textiles 

Reduced Group 

Nonreduced Group 


A veraye Value of Im 

B ports of the Reduced 

veen 1955 and 1959 Group for 1955 and 
1959 


All Commodities 
Reduced Group 
Nonreduced 

Finished Manufactures | 
Reduced Group 


Nonreduced Group | 


lows: accounting for the tariff concessions, the reduced group experi- 
enced price reductions of (1.2 ~— 8.7 =) 7.5 per cent. Since the prices 
of the nonreduced group declined by 4.8 per cent, the benefit to the 
consumer from the tariff cut amounted to (7.5 — 4.8 =) 2.7 per cent, 
while the export prices rose by (8.7 — 2.7 =) 6 per cent. These price 
changes were accompanied by a 59 per cent increase in the import vol- 
ume of the reduced group, compared to a 17 per cent rise in that of the 
nonreduced category—a differential of 42 percentage points. 

A large part of the reduced group considered here consisted of tex- 
tiles. But U.S. imports of textile products from Japan are not completely 
responsive to free market forces. Instead, they are subject to voluntary 
export quotas administered by the Japanese government. It is therefore 
desirable to center attention on nontextile imports. For this group, a 
tariff reduction amounting to 7.2 per cent of the 1954 prices, yielded a 
(1.6.+ 4.2 =) 5.8 per cent increase in export prices and a (7.2 
5.8 =) 1.4 per cent decline in import prices, and resulted in 10 percent- 
age points differential in the change in volume of imports as compared 
with the nonreduced group. 


| 
1.8 
t.2 + 28 | 
66 5 15 877 
4 | 
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Of far greater significance are the results presented in Part B of the 
table, based on data from the 1956 negotiations. The reduced group 
was 14 times larger than its counterpart in 1955, and covered a much 
wider range of products. Also the adjustment period allowed for was 
considerably longer. The reduced group experienced a 15 per cent re- 
duction in tariff—-approvimately the amount authorized by the 1955 
extension of the Reciprocal Trade Agreements Act.'* This reduction 
constituted 2.5 per cent of 1955 prices. It follows that the average ad 
valorem rate for the reduced group declined from 17 to 14.5 per cent 
of 1955 prices.” 

Allowing for the tariff concessions, the prices of the reduced group 
increased by (3.9 — 2.5 =) 1.4 per cent. Since the prices of the non- 
reduced group rose by 2.4 per cent, the reduced group experienced a 
1 per cent decline in import prices and a 1% per cent increase in export 
prices."* These price changes were accompanied by a 12 percentage 
point differential between the two groups in the change in volume of 
imports. The results seem fairly uniform among the two major com- 
modity categories examined: finished manufactures and all other (con- 
sisting primarily of semimanufactures and manufactured food stuffs). 
They are also consistent with the results obtained for the tariff reduc- 
tions of 1955. 

It is improper, however, to assume that the nonreduced subgroup 
was unaffected by the tariff concessions, In our last example, the prices 
of the nonreduced group might have risen by more than 2.4 per cent 
were it not “held back” by the reduced prices of its close substitutes 
subject to tariff concessions. The one percentage point differential 
(2.4 — 1.4) accruing to the U.S. consumer must therefore be regarded 
as a minimum. If, on the other hand, the two groups were perfect sub- 
stitutes, the prices of the nonreduced group would have risen by almost 
3.9 per cent in the absence of the tariff cuts. Since commodities in the 
nonreduced category are in turn substitutable in some degree for other 
imports which were not included in the computations, it is unlikely 


" That extension authorized a 15 per cent reduction in duties, spread evenly over a three- 
year period. However, it also permitted a reduction to 50 per cent of all rates exceeding that 
level. That is, for products taxed at 60 per cent or over, the permissible cut was above 15 
per cent 

“Since the average rate on dutiable imports had been about 12 per cent in 1956, the 
reduced group had been subject to an above-average level of protection. 


“These figures implicitly assume that transport and distribution costs changed in the 
same proportion as foreign port export prices—an assumption reasonably consistent with 
available information. The increase in transport costs is known to have lagged behind the 
rise in prices, while foreign distribution costs in the United States probably rose more than 
export prices. If, however, marketing costs increased less than proportionately to export 
prices, the proportion of the tariff cut shifted to the consumer was subject to a downward 
bias 
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that the maximum limit would have been reached. The gain’ to the 
consumer from the 1956 tariff concessions must therefore be between 
1 and 2.5 per cent.’ 

It appears plausible that close to half of the benefit from tariff con 
cessions granted by the United States accrued to foreign exporters in 
the form of increased export prices."’ 

The 12 percentage point differential in the volume of imports must 
also be treated with caution. Part of the differential represents growth 
of the reduced group at the expense of its nonreduced counterpart. The 
figure therefore tends to overstate the effect of tariff concessions on the 
volume of imports. 


[V. Comparison with Other Recent Studies 


Since recent investigations of the effects of tariff changes on U.S. 
imports have usually overlooked the price effect, only the changes in 
import volume can be compared to those found in other studies. One 
method frequently employed consists of a comparison between volume 
changes of dutiable and duty-free imports. Thus Piquet writes [3, p. 
247]: “The fact that dutiable imports have been increasing more rap- 
idly than free imports since the inauguration of the trade agreements 
program would seem to support the view that reductions of tariffs by 
trade agreements have been moderately effective.” Such a conclusion 
is subject to the limitation that the distribution of imports between the 
free and dutiable lists is not random. The duty-free as well as low-duty 
items tend to be in the raw materials category while high duties are 
imposed primarily on finished manufactures."* Because of these sy 


“To this must be added a gain derived from lower prices of commodities which are 
close substitutes to the reduced group 

“Where within this range is the actual figure likely to be? The $877 million of tariff 
reduced commodities consisted mainly of manufactured food stuffs, semimanufactures and 
finished manufactures, and amounted to some 10 per cent of the total imports of these 
categories. If the remaining 90 per cent were treated as the nonreduced group, the effect 
of the tariff reduction on their prices would be very small. Calculations based on the 
Department of Commerce aggregate statistics (see Figure 2 above) show that this group 
exhibited a 2.2 per cent increase in unit value, yielding a [2.2 — (3.9 — 2.5) | .& per cent 
benefit to the consumer. The high level of aggregation detracts from the value of this com 
parison. Yet, as indirect evidence it suggests that the actual gain to the consumer was 
closer to the lower limit of 1 per cent than to the upper limit. Similar supporting evidence 
can be applied to the case of finished manufactures. Here again, the gain to the consumer 
seems closer to the lower limit of 1.3 per cent 

"One possible reason for this is the high level of economic activity in most industrial 
nations during the past decade. Inasmuch as European growth rates may decline in the 
1960’s, one can expect a larger share of future tariff reductions to accrue to the U. S 
consumer. Another factor likely to bring about such a change is the curtailment of monopoly 
power in Europe which may accompany the implementation of the integration schemes 

™US. tariff rates tend to vary more or less directly with the degree of processing or 
fabrication to which the merchandise has been subjected. Finished manufactures are thus 
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tematic differences in the typical economic characteristics and end uses 
of the goods on the two lists, there are no grounds for expecting the 
two groups of imports to show parallel growth rates in the absence of 
tariff cuts. 

In order to overcome this difficulty the comparison between dutiable 
and nondutiable imports is made by Piquet for each of the 5 economic 
classes. The results, which are presented in Table 2, show larger per- 
centage increases in 4 of the 5 major classes among the dutiable than 
among the free imports. 

Another solution is provided by L. Krause [7]. Following a method 
similar to the one employed in this paper (and subject to the same 
limitations), Krause compares the growth of imports of manufactured 
commodities on which duties were reduced in 1951 (Torquay negotia- 


TABLE 2—Imports, DUTIABLE AND FREE, BY Economic Crasses, 1947, 1953, 1956 
(Imports in millions of dollars) 


Dutiable Imports Percentage Iree Imports Percentage 
Economic Class Change |— Change 
1947 1953 1956 | 1947-56 1947 195 1956 | 1947-56 


Crude foodstuffs 


Crude materials 585 | 7 ,321 1,181 Be + 48.6 
| 


and animals 8 308 877 106.8 
Manufactured 
foodstuffs 7 945 | 1,135 
Semimanufactures | 2 ,272 | 1,564 
Finished 
manufactures 211,217 | 2,034 


Potal | | 6,271 | 83.5 | 3,454 | 5,920 | 6,220 


Source: H. Piquet, “Tariff Reductions and United States Imports” [3, p. 249]. 


tions) to competitive products which were not subject to tariff conces- 
sions. The years 1949-1951 were used as a base. His results show a 5 
percentage point differential between the two groups 3 years after the 
concessions were made. He concludes that except for the few commodi- 
ties subject to over 30 per cent tariff reduction, “no significant differ- 
ence has been demonstrated between the behavior of the tariff-reduced 
group and the nonreduced group” [7, p. 544]. By contrast, in spite of 


subject to higher rates than products in other economic classes. And among the finished 
manufactures, it is the goods produced by labor-intensive industries which are most heavily 
protected, while the protection accorded the mass-production industries is distinctly more 
moderate. For a discussion of the structure of the U.S. tariff, see U.S. Department of 
Commerce, “The Role of the United States Tariff and the Effects of Changes in Duty 
Rates,” [3, pp. 211-23] 


| + 80.1 


KREININ: EFFECT OF TARIFF CHANGES 319 


a smaller ratio of tariff reduction to import prices in 1956,'° our results 
show a 12 percentage point differential between the two groups in the 
finished manufactures category. 

Three reasons may account for this difference. First, prices of im- 
ported commodities, and especially of finished manufactures, rose sub- 
stantially during the period examined by Krause (see Figure 2). This 
implies a reduction in the effective tariff rate imposed on all commodi- 
ties subject to specific duties. Since the nonreduced category is com- 
posed in part of such commodities, this factor would tend to dampen 
the differentiating effect of the negotiated tariff reduction. By contrast, 
the period used in the present investigation (1954-59) was character- 
ized by relatively stable prices of imported commodities. 

Second, prior to the mid-1950’s many tariff rates were above the min- 
imum prohibitive level. A significant portion of the concessions granted 
in 1951 were probably “dissipated” in the elimination of excess pro- 
tection. It is plausible to assume that a smaller share of the 1956 con- 
cessions were so dissipated, making them more effective in increasing 
the volume of imports. 

The final and perhaps most important factor was the substantial im- 
provement in supply conditions in Western Europe and Japan between 
the first and second half of the past decade. For some 25 years, foreign 
producers: 

. were effectively out of the American market—-in the 1930's, because 
of the Hawley-Smoot tariff; in the 1940’s because of the war, post-war 
shortages, and sometimes over-valued currencies until 1949; in the fol- 
lowing five years because it takes time for export drives to bear fruit as a 
great deal of preparatory organisation is required . . . but in the follow- 
ing five years |since 1954] the harvest was reaped |8, p. 42]. 


Krause was dealing with a period in which foreign producers were 
laying the groundwork for increased exports to America. Their distri- 
bution and merchandising facilities in the United States were in a rudi- 
mentary stage, their home markets were ready to absorb all they could 
produce, and their general inducement to compete on the U.S. market 
was weak. Under such circumstances, it can hardly be expected that 
small changes in tariff rates would bring about prompt response. Entry 
into the U.S. market required high overhead cost; and only after the 
fixed investment in marketing and distribution facilities was under- 
taken could the volume of imports be expected to respond swiftly to 

* The ratio was smaller because: (a) the 1951 concessions were larger in magnitude than 
those granted in 1956; and (b) since tariff rates existing in 1956 were on the whole lower 


than the 1951 rates, a given percentage tariff reduction amounted to a larger proportion of 
price in 1951 than in 1956. 
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small changes in price. This had occurred by the period covered by the 
present study. The foundation for foreign penetration into the U.S. 
market was completed by the mid-1950’s. And from then on, tariff 
changes could be expected to affect the volume of imports. 

With only a few exceptions, the United States is the only country 
whose tariff concessions had meaningful economic effects during the 
1950’s. Western European nations, plagued by balance-of-payments 
difficulties, relied heavily on exchange controls and quantitative re- 
strictions to regulate their trade, making tariff reduction almost totally 
ineffective. These conditions changed radically with the attainment of 
partial convertibility, and the 1960-61 round of GATT negotiations 
will yield, for the first time, usable data for Europe. 

One possible exception is provided by Germany, where exchange re- 
strictions were reduced to a minimum during the mid-’fifties. Further- 
more, in 1956 and 1957 Germany embarked upon a unilateral tariff 
reduction program which practically halved its 1955 tariff rates. This 
reduction provided J. Wernelsfelder [21] with adequate data to study 
the German demand for imports. Using correlation analysis and assum- 
ing that the tariff changes were fully reflected in reduced import 
prices,”° he finds that a 10-12 per cent price reduction brought about a 
100 per cent rise in imports,”’ yielding a price elasticity of import de- 
mand of 8-10. That elasticity would be considerably higher under an 
assumption of partial deterioriation of the German terms of trade. But 
whatever the burden of evidence on this point, these results are fairly 
consistent with our findings for the United States. 


V. Policy Implications 


Certain tentative policy conclusions can be drawn from the preceding 
analysis. First, the data point to a limitation on our ability to combat 
inflation of the cost-push variety through tariff concessions of the gen- 
eral magnitude undertaken in the recent past.** Not only are the con- 
cessions very small in relation to price, but part of them tends to be 


” Wernelsfelder states in footnote 1, p. 98: “As far as can be ascertained, the tariff 
reduction has had no effect on the terms of trade. Indeed, this is hardly likely, seeing 
that the German market, as compared to the world market for finished industrial goods, is 
still of a modest size and monopolies that control the world market are scarce.” Even 
if this assumption were warranted for Germany, it would not be justified for the United 
States, since the U.S. market is not modest compared to the world market. 

™ The rise in imports was accompanied by an equivalent reduction in domestic produc- 
tion, and did not bring about any increase in consumption, 

* Cf. the following statement by A. Rees: “The contribution of tariff cuts to preventing 
inflation would be that they would increase the possibility of using imports to break 
bottlenecks in our economy and to check excessive price increases, so that prices of par- 
ticular goods in short supply would be slower to rise when the economy as a whole was 
not operating at capacity” [ 10, p. 660] 
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absorbed by foreign producers rather than passed on to the U.S. con- 
sumer. 

Second, our findings do not seem to confirm Krause’s pessimism con- 
cerning the effectiveness of the trade agreements program in stimulat- 
ing imports. With excess protection substantially eliminated and with 
large-scale foreign penetration into the U.S. market, the contrary views 
of Humphrey [5, pp. 150-51], Piquet, and Hinshaw [4, p. 279] appear 
to be supported by the data. 

Third, given a few simplifying assumptions, we are in position to set 
an approximate upper limit on the gain in welfare** and loss of employ- 
ment from the 1956 tariff concessions. Total imports subject to conces- 
sions amounted to $1.7 billion domestic port value* in 1955. Thus the 
annual increase in imports caused by the tariff cuts was about (1.7 * 
12% =) $200 million. The average rate of duty to which these imports 
were subject declined from 17 to 14.5 per cent. The duty represents the 
divergence between the value of the marginal unit traded to the pro- 
ducer and its value to the consumer. Increasing trade by one unit 
would raise welfare by the amount of the tariff since it would mean a 
transfer from the seller to whom it is worth the selling price to the 
buyer who values it at the selling price plus the tariff. The $200 mil- 
lion increase in trade was subject to an average divergence of [(17 + 
14.5)/2 =] 15% per cent. Consequently the total annual gain in wel- 
fare is (200 X 15% =) $31.5 million expressed in 1955 prices. This 
figure represents an upper limit since it should be adjusted downward 
(by an unknown amount) to account for the overstated increase in 
the volume of imports.” 

According to Salant [11] [12] [13] $1 billion increase in imports 
(domestic port value) will have a maximum net employment effect of 
175,000 workers (see also [20]). Such an impact would take place if 
the increased imports were concentrated in industries with the largest 
displacement effect and under the assumption of no expansion in do- 
mestic consumption.” Since the maximum displacement figure applies 
to only very few industries, and since United States tariff concessions 
encompass a wide range of products, it would be safe to select the 


™The word welfare is used loosely here to denote economic efficiency. The discussion 
ignores the effects of the program on the distribution of income within and between nations 

*TIt is usually assumed that transport and distribution costs are roughly equal to the 
foreign price of imported commodities [5, p. 388]. 

* It should be noted that the tariff concessions resulted in a small! decline in U. S. govern- 
ment customs revenue. The 15 per cent reduction in duty rates was associated with a 
12 per cent increase in the volume of imports at only slightly higher prices. 

*In other words, it is assumed that all of the increase in imports will occur at the expense 
of domestic production. The larger variety of products available on the market, or the 
minute increase in real income, are assumed to have no effect on consumption. 
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third quartile figure of 103,000 workers as the maximum displacement 
likely to occur per $1 billion increase in imports. The 1956 concessions, 
which increased American imports by $200 million displaced at the 
most 20,000 workers. Again the figure is an upper limit because of the 
overstated increase in the volume of imports. 

Both the annual gain in welfare and the loss of employment caused 
by the tariff concessions are relatively inconsequential. It must be re- 
membered, however, that these figures concern only the U.S. conces- 
sions. Once the reciprocal concessions obtained by the United States 
are taken into consideration, the welfare gain from GATT negotiations 
would be considerably higher and the employment loss considerably 
smaller. Furthermore, the gain from such concessions is much more im- 
portant to foreign countries than it is to the United States. Once the 
concessions negotiated at Geneva in 1960-61 are implemented, it should 
be possible to conduct a more comprehensive survey of their effects 
both here and in Europe. 
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KARL MARX AND SOVIET NATIONAL INCOME THEORY 


By Vactav Ho.esovsky* 


The Soviet concept of national income as an aggregate of net ma- 
terial output excluding most services has been adopted, with minor 
modifications, by all countries of the Soviet bloc and by Yugoslavia 
[40]. In the West it has been examined by a number of economists and 
found inadequate on several counts: it is a poor measure of a country’s 
productive activity and an even poorer indicator of its economic well- 
being; it is insufficient even as a tool for economic planning; and, for 
the purpose of international comparisons, it is a nuisance. Further, it 
fails to give a complete account of a country’s economic structure, and 
it is not a reliable index of its economic development in time [9] [25] 
[33] [37] [39]. 

In discussions of the Soviet concept it has become customary to refer 
to it as Marxist. Under prevailing circumstances, this is more than just 
a convenient label; it expresses a tacit acceptance of Soviet claims con- 
cerning the origin of the concept. On occasion, this acceptance be- 
comes explicit. Paul Studenski, for example, who took the trouble to 
collate Soviet ideas with some of the relevant pages in Marx’s writings, 
and who noted certain discrepancies, concluded that the theory evolved 
by Soviet economists could, after all, be traced to Marx [37, pp. 199- 
201] [38, pp. 22-23]. It is the purpose of this paper to show that this 
presumed doctrinal lineage is not clear and that, on the contrary, those 
Soviet economists who in the past advocated broader national income 
concepts could with some justification point to antecedents in Marx. 
There is a good deal less conflict between Marx’s writings and the 
Western concept of national income than there is between Marx and 
the Soviet theories on the subject. 

Of all the controversial aspects of Soviet national income account- 
ing we shall be concerned with only the extent of the area of economic 
activity to be covered by the national income and product aggregates. 
In this respect, the Soviet theoretical framework can be reduced to the 
following set of propositions: 

* The author is research associate at Columbia University. Since 1959, a Group of Rap- 
porteurs on Comparison of Systems of National Accounts in Use in Europe, organized 
by the Conference of European Statisticians in cooperation with the United Nations Statis- 
tical Commission, has been meeting annually in Geneva, bringing together Western and 
East European specialists in national income accounting. (The United States has been 
represented by an observer in the person of Dr. T. P. Alton.) It is hoped that the present 
paper may prove helpful by providing some ideological and historical background to the 


East European views encountered at these conferences. The author is indebted to Alexander 
Erlich, Harold Barger and Andrzej Korbofski for helpful criticism and comment. 
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1. The only scientifically correct delimitation of national income is 
given by material output. 

2. Material output, as well as the income originating in its produc- 
tion, is the result of productive labor; it is “primary” in the sense of 
providing the basic prerequisite for the supply of services which rep- 
resent the nonmaterial result of unproductive labor. 

3. Including services and the corresponding “derived” income in the 
national income aggregate would constitute double counting. The ex- 
clusion of services, however, does not necessarily imply a denial of their 
social usefulness or necessity [3] [5] [8, pp. 240-43, 686-87] [10] 
[11, pp. 263-64] [12, pp. 134-51, 253-91] [22] [27] [28]. 

In the following discussion, we shall be concerned with the doctrinal 
consistency between Marx’s writings and this set of propositions, rather 
than with the substance of the arguments themselves. 


I. Confrontation of the Soviet Theory with Marx 


In order to answer the question of doctrinal consistency a confronta- 
tion limited to one or two decisive points would probably be sufficient. 
However, since there is some interest in the general aspect of the mat- 
ter—i.e., the treatment of Marxian thought in the USSR—we have pre- 
ferred an exhaustive point-by-point confrontation (Section A). After 
this we shall take up several subsidiary topics in Marx, also relevant 
to the problem of national income and product coverage, whose fate 
in Soviet economic literature deserves a separate note (Section B). 


A. Point-by-Point Confrontation 


1. “National income originates in material output only.” Possibly 
the only place where Marx used the expression “national income” 
reads: “Viewing the income of the whole society, the national income 
consists of wages plus profit plus rent...” [17, Vol. III, p. 979]. It 
can be readily shown that the “national income” in this passage is 
much broader in scope than the Soviet concept. 

The passage refers to aggregate social income on the assumption that 
capitalist production is coextensive with the whole of society’s produc- 
tion. The entire discussion of the theory of capitalist reproduction is in 
terms of a model of pure capitalism, with noncapitalist production ex- 
cluded. This assumption, which was maintained by Marx throughout 
his exposition, is stated explicitly in a footnote at the start of the first 
round of his analysis of capitalist reproduction, as follows: 

In order to examine the object of our investigation in its integrity, free 

from all disturbing subsidiary circumstances, we must treat the whole 

world as one nation, and assume that capitalist production is everywhere 
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established and has possessed itself of every branch of industry [17, Vol. 
I, p. 636]. 


Now, in contrast to our modern usage, Marx often used the term “in- 
dustry” in a comprehensive sense, so that it covered agriculture, and 
also services; elsewhere in Capital the question of the inclusion of serv- 
ices is settled without possible doubt. Analyzing the production of value 
and surplus value in what amounts to the sector of capitalist services 
Marx writes: 


. . . There are certain independent branches of industry, in which the 
result of the productive process is not a new material product, not a com- 
modity. Among these, only the industries representing communication, 
such as transportation proper for commodities and human beings, and 
the transmission of communications, letters, telegrams, etc., are economi- 
cally important [17, Vol. IT, p. 61}. 


It is obvious that communications, including transportation, were 
singled out from among the services only because of their volume, 
while other, smaller branches of services, e.g., entertainment or instruc- 
tion, are subsumed under the general category. 

As for output which lies outside the capitalist mode of production, 
it was excluded from Marx’s abstract model by definition. The fur- 
ther question therefore is: Had Marx treated the concrete, statistical 
problem of total national income, would he have counted noncapitalist 
production of services? There is no reason to believe that he would 
have left those out as a category, since in his all-capitalist model he 
included services as a matter of course. 

2. “Material output is output of productive labor.” Can it be dem- 
onstrated that Marx thought of productive labor as producing only 
material objects, unproductive labor only services? In Marx’s principal 
writings there are only a few incidental references to what is known as 
his productive-labor theory, and nowhere else did he give a finished 
exposition of it. What exists is only some raw material for such a 
theory, to a large extent in the shape of reading notes, not intended for 
publication by Marx, but edited and published posthumously by Karl 
Kautsky in a volume entitled Theories of Surplus Value (Title of the 
American edition: A History of Economic Theories) [16]. Given the 
sketchy and casual character of Marx’s manuscript, the core of his 
notes on the productive-labor theory is remarkably unequivocal. In 
short, according to Marx’s critical analysis of Adam Smith’s theory, 
which serves him as a springboard for his discussion, the difference be- 
tween productive and unproductive labor has nothing to do with the 
difference between material and nonmaterial output of labor: “The 
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concrete character of the labor, and therefore of its product, do not, 
as such, play any part in this division of labor into productive and un- 
productive” [16, p. 200]. 

Unfortunately, Marx used the expressions “productive” and “un- 
productive” in a number of senses among which he did not always dif- 
ferentiate with sufficient clarity. In this section, we shall be concerned 
with the more explicit definitions which lead to the formulation of what 
can be considered Marx’s specific theory of productive labor. Those 
meanings which must be isolated by means of a certain amount of 
exegesis will be discussed in Section B 

(a) Marx speaks of productive labor in the simple sense of labor 
producing use values; he does so in his analysis of the “simple work 
process” in which abstraction is made of the social mode of produc- 
tion [17, Vol. I, p. 201 n.]. (b) Further, labor may be considered as 
productive from the point of view of the man for whom it is a source 
of his means of existence; or from the point of view of a particular 
capitalist for whom it is a source of profit; at the same time the ac 
tivity in question may be unproductive on another level of the word’s 
meaning, as for instance in the case of a professional criminal, or in 
trade’ [16, pp. 302-3] [17, Vol. III, p. 356]. (c) From another point 
of view, labor is “absolutely” productive in so far as it provides the 
laborer with sufficient means of subsistence, not more, not less [16, 
pp. 194-95]. (d) Under certain conditions labor becomes “relatively” 
productive; in this definition the quantitative relations come to the 
“ . . In addition to the old value which he replaces, the laborer 
creates a new value; more labor time is realized in his product than 
in the products which keep him alive and fit to work” [16, p. 195]. 
(e) Finally, “productive labor in the capitalist sense of the term,” 
resting upon the “relative” productivity of labor, adds to its purely 
quantitative determination the further characteristic of the social mode 
of production: the excess above the means of subsistence of the la- 
borer is produced in the form of surplus value. It is this last meaning 
of the word which is further elaborated in what is usually termed the 
productive-labor theory of Marx. 

For classical and preclassical economists this problem of productive- 
ness—which lost its meaning for economic theories prevailing today- 
was tied to the development of the labor theory of value. While Mer 
cantilists recognized productiveness in foreign trade as bringing in 
gold through a positive balance of trade, and Physiocrats found it in 
agriculture, Adam Smith recognized productiveness in the production 
of material commodities in general. So far the criteria of productive- 


‘For the discussion of trade viewed as unproductive activity see below in Section B. 
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ness were in terms of some concrete class of output. But behind Smith’s 
definition of productive labor Marx perceived the existence of a purely 
formal definition in terms of economic value and surplus value; accord- 
ing to it Adam Smith “should have regarded as alone productive that 
labor which exchanges with capital” [16, p. 215]. Marx undertook to 
separate the two Smithian definitions and made the formal one his own. 

Marx gave several variants of this definition. One variant turns on 
the nature of the source from which the wages of the two sorts of 
labor are paid. Wages of productive labor are paid from capital, i.e., 
working capital; wages of unproductive labor are paid from revenues, 
i.e., from disposable personal income and taxes. Another variant rests 
on the immediate destination of the results of the hired labor’s work. 
Productive labor produces an exchange value for the capitalist—be it 
a material object or a service—and the capitalist sells it further at a 
profit; it becomes use value only when consumed by the final user. 
Unproductive labor furnishes the use value immediately to the final 
user. Whatever the variant, Marx repeatedly insists that the categories 
productive-unproductive are “unrelated to the particular specialization 
of the labor or to the use value in which this specialization is realized” 
[i6, p. 201]. Marx adduces a great many picturesque and even gro- 
tesque examples, in order to emphasize the point that productive labor 
may be supplying services as well as commodities, while unproductive 
labor may be objectivized in commodities as well as be confined to ac- 
tivity only. For example, a tailor in the garment industry and a clown 
working for a capitalist circus firm are both productive, i.e., productive 
of value and surplus value. A tailor making a suit for a private indi- 
vidual, and an itinerant streetsinger are both unproductive, i.e., supply- 
ing only use values for immediate consumption [16, pp. 199, 200, 319- 
20]. 

Marx’s productive-labor theory is merely an elaboration of one facet 
of his general theory of value in the capitalist system; it does not add 
anything essential to it. Marx develops the basic dualism between 
production-for-the-sake-of-surplus-value and production-for-the-sake- 
of-consumption by pointing up the dualism between productive and 
unproductive labor—a dualism dissimulated by the formally undis- 
tinguishable acts of hiring labor. The productive-labor theory was 
never meant to be the basis of a national income definition. 

Now, since Marx makes a point of rejecting materiality as the cri- 
terion of productiveness, the question that naturally comes to mind is 
this: How can his theory possibly be used in support of the Soviet 
theory for which materiality becomes the only criterion of productive- 
ness? Further: What was the use of a theory of capitalist relations 
to a system that all economists concerned regarded as noncapitalist, or 
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at least transitional? The answer is that Marx’s theory could not be 
used as it stood. The needed support for Soviet national income theory 
had to be read into it first. 

When the Soviet theory started to evolve, in the late 1920's, A. I. 
Petrov and R. E. Vaisberg, two proponents of the material-output 
concept, developed each his own approach. Petrov [29] argued that 
Marx’s productive-labor theory, correct with respect to capitalist profit 
making, was indeed inapplicable to the Soviet system—except for the 
idea, in Petroy’s view commonly shared by Marx and Smith, that only 
labor producing material things produces “value,” while labor in the 
form of services produces only use value [29, pp. 115-16]. And since, 
according to Petrov, social production is to be defined as production 
of value, it follows for him that only material output should constitute 
its content. 

Petrov was of course aware that, in Marxist theory, the production 
of value could refer only to the production of exchange values. What, 
then, would be his treatment of material output which does not take the 
‘orm of marketed exchange values, but exists as immediate use value 
outside the market, as in the case of farmers’ consumption in kind, or 
at least in theory—-in the case of the output of socialized enterprises?’ 
In such instances Petrov simply applied ordinary valuation in money 
terms, by analogy with the output of commodities. 

The flaw in Petrov’s attribution of the material-output concept to 
Marx lies in his imputing to Marx the idea that value can be embodied 
only in material objects. The conclusion to be drawn from Marx's 
theory of productive labor was, as we have seen, the exact opposite. 
Petrov was on equally shaky ground when he took for granted, as 
axiomatic, that the content of the social product should be the output 
of value (in the Marxian sense )—a thesis which he himself discarded 
as he took account of material output produced outside the sphere of 
marketed commodities. 

As for R. E. Vaisberg, his approach was much less pedestrian [41]. 
He tied his material-output concept to the first principles of Marx’s 
Geschichts philosophie exemplified in the sentence: “The mode of pro 
duction of material life determines the process of social, political, and 
intellectual life in general” [18, p. 5]. This approach saved Vaisberg 
much struggling with Marx’s economic writings but it made him treat 
“production of material life’ as synonymous with “material output.”’ 

In the one place where Vaisberg did turn to Marx’s economics for 
support he resorted to a misrepresentation. The quotation, if taken 


* At the time of these writings Petrov was still more than two decades away from Stalin’s 
edict on the “production of commodities under socialism.” 
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out of Marx’s context, actually seems to support Soviet productive 
labor theorists: 


... It can be said, the characteristic of productive laborers, of laborers 
producing capital, is that their labor realizes itself in commodities, in 
material wealth. We have thus found a second |,| subsidiary character- 
istic of productive labor distinct from its determining characteristic 
| which is] absolutely independent of the content of labor |16, p. 326] 


The misrepresentation consists in Vaisberg’s failure to mention the 
hypotheses which introduce the statement quoted, and which limit its 
practical validity. The stated assumption is that the capitalist mode of 
production embraces all material output. The unstated complementary 
assumption is that all services are supplied on a noncapitalist basis, i.e., 
by the self-employed [cf. also 16, p. 202]. Without this double assump 
tion the “subsidiary characteristic” is deprived of its basis 

It would seem that Marx played here with the possibility of saving 
Smith’s concrete definition of productive labor, as that which produces 
material commodities, by subordinating it to the principal, formal 
definition. In the immediately following text [16, pp. 327-28] Marx 
tested the realism of this theoretical construction; to make it applic 
able, he suggested that capitalist production of services (private 
schools, entertainment business, etc.) be disregarded as quantitatively 
insignificant, and that services of the transportation industry be con 
sidered as “material production.” At any rate, in his principal work 
Marx found no use for this subsidiary characteristic and its corollary 
assumptions; as we have seen, in principle, he did not disregard capital- 
ist services even though he considered them too minute to warrant 
extensive treatment in his model, which was perhaps understandable 
at the time of his writing; finally, he did not oppose transportation, 
as belonging to material production, to other services [17, Vol. II, 
p. 61ff.]. (See also subsection 1 of this section, above. ) 

Neither Vaisberg’s nor Petrov’s original approach was incorporated 
in the final version of the Soviet theory. It is not clear why they were 
absndoned. If it was because of their awkwardness, the accepted solu 
tion seems hardly to constitute an improvement. 

In its final version, the Soviet theory asserts that productive labor 
is that which produces the material basis indispensable to the existence 
of mankind and therefore also to the existence of services. Under 
neath Marx’s concept of productive labor “in the capitalist sense,” 
and independent of it—so goes the argument—there is a more general 
theory of productive labor, common to all past and future economic 
systems. Productive labor in this general sense is labor transforming 
and adapting nature to suit human needs, and resulting in material 
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products, The question is whether Marx ever bothered to build an en- 
tire theory of productiveness on a platitude such as primum vivere. 
Or whether he would have subscribed to an absurdity such as equating 
the bulk of material products with necessities, and the bulk of services 
with expendable luxuries. 

Soviet economists have been assigning great importance to two pas 
sages which apparently lend credence to their contention, One of these 
states: “. . . Productive laborers create the material base for the 
maintenance, and therefore the existence, of the unproductive laborers” 
}16, p. 228]. But in the passage in which this sentence occurs the 
criterion of productiveness still remains the hiring of labor by capital, 
not the production of material means of existence. The overwhelming 
concentration of material output in the capitalist sector, and the small 
proportion of services in it, were, for Marx, only an incidental matter, 
a tendency, entirely due to technical causes [16, pp. 228, 326]. The 
other quote deals with the relationship between changes in output per 
worker and the amount of time available for activities other than the 
production of means of subsistence, to wit: 

Suppose, that as a result of the productivity of industry, one third of the 

population, instead of two thirds, participates directly in material produc- 

tion. Instead of two thirds, it is now one third which furnishes means of 
subsistence for the whole population. The net revenuc, as distinct from 
the revenue of the laborers, is no longer one third but two thirds. With 
out going into the question of the opposition of classes, the nation would 
now dispose not of one third but of two thirds of its time for immaterial 
productions, Equally divided, the three thirds would have more time for 
unproductive labor and for pleasure” | 16, p. 247]. 


In this statement, there is an indubitable assimilation of “means of 
subsistence’ to “material production,” and of “unproductive labor” to 
“immaterial production.” How significant is this obvious oversimplifi- 
cation? In the form given here, it certainly contradicts those sections 
of Marx’s theory which deal with the matter in greater detail. In Capital 
Marx discusses at length the subdivision of consumer goods into neces 
sities and luxuries [17, Vol. II, p. 466ff.]; elsewhere in the Theories 
Marx shows that he is well aware that necessities and luxuries are to 
be found among material commodities as well as among services | 16, 
pp. 322-23]. It would therefore seem appropriate to dismiss the passage 
as a lapse or as a rough outline of an idea." 

*Let us once more recall at this point the character of the text from which the last 
quotation is taken, Unlike most parts of Capital, the Theories, and especially the various 
notes on productive and unproductive labor, represent less than a first draft; they are mere 
sketches and observations, prompted by Marx's reading of various economic works, and 


put down as they occurred to him. Often a paraphrase of an author merges into Marx's own 
comment or the focus of comments shifts from one reading session to the next. To use such 
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Another group of references to Marx that one encounters in Soviet 
writings seem equally inconsequential. They concern Marx’s definition 
of production as “appropriation of nature by man within and through 
a certain determined social form” |18, p. 312] or his description of 
the work process in terms of action exercised with the help of tools 
upon a work object [17, Vol. I, pp. 197-204]. None of these references 
prove what they are supposed to. The manuscript from which the first 
of the two quotes is taken limits its subject in the introductory sentence 
to “first of all material production,” allowing for the existence of non 
material production, and therefore productiveness, besides | 18, p. 305 | 
It is true that Marx often wrote of work as action of man upon nature 
but he did not oppose this work to services rendered by man to other 
people, or make this aspect into a distinguishing feature of productive 
ness. 

As for the description of the work process in terms of activity 
instrument—-object Marx’s purpose was not to establish a criterion of 
productive work as compared to nonproductive but merely to analyze 
the labor process into its “simple elementary factors’ [17, Vol. I, 
p. 204]. Also, when it comes to concrete types of work the results of 
which do not manifest some of the simple elementary factors, e.g., a 
separate work object, as in the case of transportation and other serv 
ices, Marx simply notes the fact without therefore banning them from 
the sphere of production. 

However, no type of theory of productive labor would matter for the 
definition of national income if it were not for the implication that 
incomes of unproductive laborers are “derived” incomes in the sense 
of redistributed incomes, i.e., transfers. 

3. “Incomes of services amount to transfers.” To say that “primary” 
incomes originating in material production are redistributed, therefore 
duplicated, in the form of incomes of persons active in services seems 
to imply that services give nothing in exchange to those who buy them 
or provide for them through taxes. -This extreme interpretation was 
literally made by the pro-Soviet French economist Jean Bénard [4]. 
Since Soviet economists admit the usefulness and even the necessity 
of services, it is more appropriate to say that for them services do not 
seem accessible to economic measurement in value terms. In a strictly 
economic valuation they do not count. In an analogous way an act of 
courage or winning in a lottery, or any other “merit” for which a 


a text fruitfully it is imperative first to distill from it a coherent theoretical structure and 
to bracket out inconsistencies. The scholastic approach, practiced as a rule by Soviet econo 
mists, is to attach equal weight to each single word and phrase and to let inconsistencie 
coexist unadmitted and unresolved. It is our view that, in the instance quoted above. 
Soviet theory naively invokes a passage which, in its given wording, would have to be 
eliminated from any critical reconstruction of Marx's theory 
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person receives a pecuniary reward, does not come under the category 
of economic value, which is exactly what makes the income received 
on such a basis a transfer, Does this correspond to Marx’s view of the 
mattere 

The relation between incomes originating in capitalist production 
and those originating outside of it is touched upon in Capital where 
Marx happened to characterize the latter incomes literally as “derived” 
(abgeleitet): 

All members of society not directly engaged in reproduction, with or 
without labor, can obtain their share of the annual product of commodi 
ties -in other words, their articles of consumption——primarily only out 
of the hands of those classes who are the first to handle the product, that 
is to say, productive laborers, industrial capitalists, and real estate owners. 
To that extent their revenues are substantially derived from wages (of 
the productive laborers), profit, and ground rent, and appear as indirect 
derivations when compared to these primary sources of revenue, But, on 
the other hand, the recipients of these revenues, thus indirectly derived, 
draw them by grace of their social function, for instance, that of a king, 
priest, professor, prostitute, soldier, ete., and they may regard these func 
tions as the primary sources of their revenue [17, Vol. IT, p. 429]. 


The purpose of this passage is to trace the flow of personal incomes 
originating in the capitalist sector, and the corresponding process 
through which the consumable part of capitalist output partly returns 
to those who participated in its production within the sector, partly 
finds its way into the noncapitalist sphere. In a somewhat similar 
passage in the Theories Marx develops the idea that the market for 
noncapitalist services is limited by that part of personal incomes origi 
nating in the capitalist sector which their recipients decide to spend 
on those services. From this it follows that “the labors performed by 
professors and doctors do not directly create the funds out of which 
they are paid” [16, p. 208]. 

To rephrase this train of thought, spending of revenues earned in 
the capitalist sphere for capitalist output forms part of the circular 
movement of capital (money capital—purchases of inputs—production 
process—-sales of output to the original sellers of inputs—money cap 
ital); spending of these revenues for noncapitalist output represents 
a momentary leakage from this circular movement which is restored 
again when the noncapitalist income recipients spend their revenue 
on capitalist output. These “detour transactions” between the non 
capitalist and the capitalist sectors are purely bilateral exchanges and 
do not generate any circular movement of their own that would be 
analogous to the circulation of capital; if we disregard transactions 
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within the sector of non-capitalist services, their suppliers cannot be 
customers buying their own product. 

Now, in order to be justified in interpreting these passages, and 
specifically the word “derived,” to mean that there is double counting, 
one would have to show that Marx had denied any exchange value 
to the labor force offering the various “social functions.” But the 
passages quoted are not conclusive to this end because in these passages 
the economic aspects of these functions are not under consideration. 

Wherever Marx did analyze the economic aspects of noncapitalist 
services he left little doubt that he understood the purchase of services 
as an exchange, economic in nature, which in the pure case was always 
an exchange of value equivalents, in other words the very opposite 
of transfers. He writes: “The laborer himself can purchase labor, that 
is to say he can buy commodities in the form of services. If he thus 
spends his wages for their equivalent in services, it is as though he had 
spent it on commodities of any description” | 16, p. 322]. And several 
sentences later: 

These services, like the commodities I buy, can be necessary, or at least 
can seem so, like those of a soldier, a doctor, a lawyer, or may simply 
give me pleasure; this in no way changes their economic character. . . 
The services might even be imposed services, like those of functionaries 
and the like [16, p. 323; my italics]. 


What is true for an individual act of exchange is also true in the aggre- 
gate: 


Alongside consumption goods existing in the form of commodities, there 
is always a quantity of consumable items in the shape of consumable 
services, The total value of the consumption items is, at all times, greater 
than would be the case if these consumable services did not exist. It is 
equal, in fact, to the value of the commodities paid for these services 
themselves. As in all exchanges between commodity and commodity, value 
is given for value received [16, p. 209]. 


Although Marx may at times have tended to reserve the term com- 
modities for material output [16, p. 210], the preceding quotes show 
convincingly that he viewed the output of services—commodities which 
“consist of labor power alone” [16, p. 202]—as an economic good in 
its own right. The interpretation of his “derived” incomes as transfers 
is thereby positively refuted. 

If one examines closely all of Marx’s statements concerning services, 
one notes a certain wavering between two kinds of formulations. Most 
often, the argument is conducted in terms of the conventional antin- 
omy, “commodities” versus “services.” At other times, however, Marx 
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returns to his own conceptual system and terminology. According to 
the latter, service in the broad sense is nothing but the use value of 
a commodity, and “service” in the specific sense is the use value of 
one particular commodity, i.e., of labor power [16, pp. 321-22]. Use 
ralues, being purely qualitative, cannot be added together with the 
exchange values of commodities; an aggregate composed of services 
and material commodities, therefore, in strict Marxian terms, has no 
meaning. Services as such cannot be, properly speaking, the object of 
trade. In the so-called “purchase of services’’ one actually buys (iLe., 
hires) the commodity labor power while the enjoyment of its “service” 
constitutes the consumption of what is its use value, 

On the other hand, there is a definite meaning to an aggregate made 
up of material commodities and of the commodity labor power supply- 
ing its activity, its labor, as a “service’’; in this aggregation both groups 
of commodities are measured in terms of their exchange values, this 
being their common denominator. Since, in the Marxian system, the 
study of use values as such falls outside the scope of economic science 
[17, Vol. I, p. 42], Marx’s exposition should be properly recast in 
terms of transactions involving only commodities, including labor power 
supplying services for final use. Part of the difficulties of Marx’s 
interpreters may be due to this shuttling between formulations. Had 
Marx throughout adhered strictly to his own terminology, the ex 
change-value aspect of what is commonly called “services,” as well as 
the spuriousness of the duplication problem in the counting of their 
incomes, would be clearly apparent. 


B. Secondary Elements of a National Income Theory in Marx 


In trying to further clarify his thinking on the problem of produc 
tive and unproductive labor, Marx engaged in an intellectual duel with 
post-Smithian writers such as Say, Ganilh, Rossi, etc., and in the heat 
of battle he veered off into the problem of social overhead cost, with- 
out spelling out its relation to the productive-labor theory developed 
on the basis of the work of Adam Smith. While social overhead cost 
certainly is a problem relevant to the definition of national income, it 
removes the question of productive and unproductive labor to yet an- 
other plane of discussion. In these polemics Marx used the word “pro- 
ductive” for labor creating use values bringing positive welfare satis- 
factions, whether in the intermediate shape of means of production or 
of final consumption goods; and he reserved the word “unproductive” 
for labor fulfilling functions that seem to fit under a broad concept of 
social overhead cost. By these he understood functions the perform- 
ance of which does not add to the social product (defined in what we 
shall call, for want of better expression, a positive welfare sense) but 
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the omission of which would actually or potentially add to social dis 
comfort. A characteristic quotation: “The soldier enters into the inci 
dental costs of production, just as many other unproductive laborers 
who furnish no product, either intellectual or material, are useful and 
necessary because of the defective organization of society’* [16, 
p. 296]. 

At the same time Marx was aware of the distinction between social 
overhead functions and the services of “the other unproductive la- 
borers . . . whose labor one buys to enjoy as an article of consumption 
at one’s free disposal” [16, p. 297]. This distinction might possibly 
serve as a useful criterion in the problems of coverage of a positive 
welfare concept of national income. We shall see shortly how it was 
used by Abolin, one of the Soviet economists writing in the 1920's. 

Another secondary problem which came up in Marx’s polemics con 
cerns the question of services which, though a source of income to their 
suppliers, are difficult to accept as additions to the income of society 
(e.g., the services of prostitutes or hired murderers). Marx did not ex 
plicitly formulate his criteria for the exclusion of such activities 
did he make clear whether his reasons were economic or ethical. 

None of these issues has been singled out as a special problem in the 
Soviet literature. Marx’s subsidiary discussions are used, in a hodge- 
podge of arguments, in support of the official theory. All services are 
tacitly assimilated to social overhead cost, and the desirability of re- 
ducing their volume is invariably mentioned. Bureaucracy and admin- 
istration are usually cited as examples, while the services “one buys 
to enjoy as an article of consumption” are conveniently ignored [8, 
pp. 686-687 |. 

Marx’s vague concept of “social overhead cost” harks back to his 
concept of unproductive functions in the production and circulation 
process of capital. Just as the soldier and judge add no product to the 
national welfare dividend, except indirectly by saving the productive 
laborer the trouble of having to spend time on those unproductive 
functions himself and thereby increasing his product and even produc- 
tivity [16, pp. 306-07], in the same way the shop supervisor, the book- 
keeper, the sales agent, and the capitalist as capitalist—while neces- 
sary to the functioning of capital-—-do not create any value. The use 
value or service which they supply and for which they are hired by 


nor 


*This problem is also the subject of Marx’s satirical sally on the “productiveness” of 
the criminal who causes an increase in national wealth by producing the entire organization 
of the police and of criminal justice, instruments of torture, textbooks on criminal law, 
inventions in the locksmith’s trade and in detection techniques, etc. In this passage he 
touches upon the question of whether some part of the material output should be included 
in the social overhead cost, thus extending the problem beyond the sphere of services [16, 
pp. 293-94]. However, he did not follow up this point theoretically. 
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the capitalist, consists in helping to move the produced value from 
the production sphere through the circulation sphere to the point where 
it enters consumption, without their being capable of creating any of 
that value themselves. Their multiplication—unlike that of productive 
workers—does not add anything to output, There is no other value 
fund to provide for their means of subsistence, in the form of income 
or product, except the surplus value, i.e., the output in-excess of the 
value of constant and variable capital, the latter corresponding to the 
wages and consumption of productive workers. 

However, despite their similarity, from the point of view of national 
income definition and statistical measurement, the social-overhead-cost 
labor and unproductive labor employed by capital are entirely differ- 
ent. If we adopt a positive welfare definition of national income then 
we are entitled to exclude social-overhead services as not adding any- 
thing to welfare. (In doing so, we should understand clearly that the 
exclusion rests uniquely on a value judgement concerning their welfare 
potential. They are not excluded for reasons of avoiding double count- 
ing since, as before, there always will be autonomous value attached 
to them, i.e., value of the labor power which furnishes them.) Incomes 
of labor engaged in unproductive functions within the spheres of pro- 
duction and circulation of capital can under no circumstances be ex- 
cluded from the summation, since they match a certain part of the 
product value, i.e., that which they subsequently buy. Whether they 
have created that value or merely handled it or administered the pro- 
duction process is irrelevant. In the Marxian scheme, all these unpro- 
ductive revenues belong to the class of primary incomes, being paid out 
of the funds of working capital. 

To return to the matter in statistical terms, if we measure the an- 
nual value added at market prices it will match the measurement in 
terms of charges against the product only if these charges also include 
wages of unproductive employees, just as they include profits. The 
matter remains analytically the same whether the unproductive func- 
tions are performed as part of the activities of manufacturing firms 
or in separate branches such as trade, marketing, publicity, consultant- 
ship, etc. 

Present Soviet economic thinking seems to be fettered by a termi- 
nological one-word-one-concept fallacy which prevents it from noticing 
all the different meanings and implications of the terms productive 
and unproductive in Marx. Thus, concerning our last point, Soviet 
economists sometimes criticize the Western national income concept 
for including incomes from trade, publicity, etc. [8, p. 240], and at 
the same time feel obliged to justify their own inclusion of trade by 
the absence of commercial speculation under Soviet conditions, or by 
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the statistical difficulties of dissociating the measurement of the produc- 
tive contribution of trade (i.e., distribution seen as the final stage of 
transportation of goods, hence of material production) from its un- 
productive functions (“selling as such’). But from the standpoint of 
Marxian theory the criticism of the Western practice is not justified 
and a special justification of the Soviet practice is not necessary.° 


II. Dissenters and Marx 


The present-day orthodoxy in national income theory probably 
became established some time after 1940, which was the year of pub- 
lication of the last significant statement advocating a broader national 
income coverage [13]. The first dogmatic formulation of the current 
doctrine is available in two Polish articles, one by Bronislavy Minc 
and the other by Hilary Minc, in 1947 and 1948 [20] [21]. While it 
is beyond the scope of this article to follow the historical course of 
the discussions among Soviet national income theorists, it is important 
to note that the advocates of broader coverage had all felt themselves 
to be solidly grounded in Marxian theory—and with justice. 

Thus Abolin, one of the prominent opponents of the material-output 
concept in the ’twenties, tried to define his concept somewhat along 
the lines of the social product in the positive welfare sense referred 
to above [1] [2]. He sensed correctly that only Marx’s conception 
of unproductiveness “in the, social-overhead-cost sense’ was relevant 
to national income definitions. Abolin recommended that those services 
which qualified as unproductive, i.e., as intermediate product in the 
social-overhead-cost sense, be excluded from the social product, and 
services supplying final use values be retained. 

Strumilin, the other protagonist of broader concepts, at least in his 
writings of the ’twenties [34] [35], took as his point of departure 
the idea that, under socialism, the national economy becomes “one 
single combine” (ediny kombinat) in which the opposition between pro- 
ductive and unproductive labor is dissolved. All types of labor cooper- 
ate in the creation of the social product, the income of any category 
of labor is a counterpart of its contribution, in terms of labor effort, 
to the aggregate social product, and should therefore be counted in the 
valuation of the whole. 

It would seem that Strumilin’s conception is traceable to certain re- 
marks made by Marx in the Critique of the Program of Gotha, con- 
cerning social product under socialism [19, pp. 26-29]. According to 
Marx, in a socialist system individual labor would form an integral 
part of the total social labor (Gesamtarbeit), supplying society directly 


*Moskvin and Petrov seem to belong to the exceptions, having grasped this point 
[22, pp. 141-42] [26]. 
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with use values, without the mediation of a market for commodities. 
This total social labor logically includes labor classified as “unproduc- 
tive” in the present Soviet scheme. 

The last voices to be heard in favor of broader national income con- 
cepts were those of Pashkov and Kurskii.* Pashkov, realizing the 
absurdity of treating the income of services as transfers, wrote, in 
1939: 


In calculating the size of the national income of the USSR it would be 
incorrect to count only the net output produced in the national economy 
The calculation of the national income includes the calculation of in 
comes of the population. And the latter consist not only of net output but 
also of services supplied free by the socialist state or social organizations. 
Doctors, teachers, and other workers who do not participate immediately 
in the material output of products, receive part of the social product for 
which they furnish society in exchange their labor in the form of services. 
The reproduction of the social product presupposes the reproduction of 
services as well; in society there takes place an exchange of activities be- 
tween different workers, members of society [7, p. 75]. 


A. Kurskii, in a 1940 review [13] of the collection of essays on na- 
tional income, from which the last quotation is taken, argued force- 
fully against the material-output concept, basing himself on an in- 
terpretation of Marx which comes close to the one presented here: 


Labor in the sphere of material output is, of course, the fundamental 
social force creating material wealth. However, workers and farmers could 
not create any material wealth without the provision of cultural, techni- 
cal, and other services, on the part of our new socialist intelligentsia. 
Labor employed in the ‘nonmaterial’ sphere is an integral part of the 
social labor of a socialist economy. The expression ‘service,’ says Marx, 
‘is merely an expression of the particular use value furnished by labor as 
by any commodity whatever; but it is an expression referring specifically 
to a particular kind of use value furnished by labor that does not furnish 
service in the form of objects but of activity; but in this respect it does 
not differ from a machine, from a watch, for example’® [13, p. 105]. 


After the dogmatic settlement of the issue, the area of controversy 
shrank to the question of how to treat passenger transportation. By 
official definition, passenger transportation—as a personal service— 
is excluded from national income. Those who favor its inclusion face 
the task of reconciling the material-output concept, which must not 


*In a recent French study, which seems to ignore the work of Abolin and Strumilin, 
these ultimate traces of heterodoxy are viewed as harbingers of a possible reform [6]. 

* Paul Studenski erroneously attributes this passage, and the position expressed in it, to 
Strumilin [37, p. 205] (38, pp. 186, 531). 


*This passage from Marx [16, pp. 321-22] is referred to toward the end of Part I, 
Section A.3 above 
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be challenged, with the personal-service character of passenger trans- 
portation. Thus, Kronrod suggests introducing for passenger transporta- 
tion the new category of “material services” [12, p. 149]. Strumilin, 
who otherwise has given up the cause of a comprehensive national in- 
come concept, advocates a more flexible understanding of the ma- 
teriality of output and assimilates the output of passenger transporta- 
tion to the production of energy [36, pp. 148-49]. Further, there seem 
to be views in favor of inclusion on the ground that a great part of 
passenger transportation serves to bring workers to their place of 
work and thus presumably qualifies as productive [23]. 

As far as conformity with Marx is concerned, the issue is rather 
clear-cut. In Capital, all transportation is lumped together with other 
branches supplying products of a nonmaterial nature [17, Vol. II, 
p. 61], while in the Theories both freight and passenger transportation 
are considered as part of material production [16, p. 328]; the ma- 
terial character of transportation in general seems to derive, in the 
latter passage, on the one hand, from the technical aspect of the pro- 
duction process, and, on the other hand, from the change in place of 
the object of labor, conceived somewhat curiously as a material change. 
Neither of the two approaches of Marx, incompatible with each other 
as they are, supports the exclusion of passenger transportation: the 
former by putting into question the very material-output concept of na- 
tional income, the latter by its classification scheme of economic 
branches. 

Although the classification scheme of the Theories explicitly de- 
mands the inclusion of passenger transportation under material pro- 
duction, its personal-service nature apparently seems so overwhelmingly 
obvious that its inclusion would automatically endanger the purity 
of the material-output concept. If passenger transportation were ad- 
mitted, it is probably feared, other services might follow. Hence, this 
specific question involves the entire dogma, which may explain why 
such a relatively minor point of controversy is being debated almost 
as passionately as were the basic principles during the ’twenties, e.g., 
in a violent polemic between Abolin and Vaisberg [1] [2] [41] [42]. 


III. Concluding Remarks 


Although national income continues to receive, in Soviet Russia, 
the verbal honors due to the “supreme economic indicator,” it has 
been overshadowed by an ever-increasing theoretical and practical in- 
terest in more comprehensive aggregates and “balances” in which 
services and administration take their place alongside the material out- 
put sector [15] [30, pp. 36-37] [32, p. 94]. Why, then, the insistence 
upon the narrow national income concept? That it could be explained 
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by a “fidelity to Marxism” has been refuted by its incompatibility with 
Marx’s theories. Looking for a pragmatic explanation, E. F. Jackson 
suggested that the Soviets are actually applying the unstated principle 
according to which national income should mean “the most all-inclusive 
aggregate which it is the generally accepted object of maximizing” 
{11}. But wouldn’t the comprehensive concept, if properly broken 
down, permit one to follow easily the growth of material output and 
at the same time answer many other questions in which the planners 
have been interested? 

It seems reasonable to search for a rational motive behind what ap- 
pears to be a formalistic ritual. But this search may well be pointless. 
The Soviet national income definition is being accorded the status of 
dogma; it is therefore essentially irrelevant whether, or to what extent, 
the content of this dogma is functional. A meaningful explanation of 
why such a concept was adopted, and is being upheld, would seem to be- 
long to an economic Dogmengeschichte. The available material—the 
tone and character of argumentation used in the prewar discussions 
[18] [24] [41] [42]—create a strong impression, to be confirmed or 
disproved by closer inquiry, that the material output concept won out 
because of the political survival and ascendancy of those who held 
it, rather than because of any intrinsic suitability of the concept. 


REFERENCES 


1. Art. Apotin, “Za marxistskoe tolkovanie kategorii proizvoditel’nogo 
truda” (For a Marxist Interpretation of the Category of Productive La- 
bor), Planovoe khoziaistvo, 1928, No. 10, 138-52. 
~, “Proizvoditel’nyi i neproizvoditel’nyi trud pri kapitalizme i v 
SSSR” (Productive and Unproductive Labor under Capitalism and in the 
USSR), Planovoe khoziaistvo, 1928, No. 8, 150-64. 

. D. ALLAKHVERDIAN, Natsional’nyi dokhod SSSR (National Income of 
the USSR). Moscow 1958. 

. JEAN BENARD, “Le probléme du revenu national dans la théorie marxiste,” 
in Ch. Bettelheim ed., Economie Politique et Problémes du Travail, Paris, 
1949, pp. 1-35. 

. M. Z. Bor, Balans narodnogo khoziaistva SSSR (Balance of the National 
Econoniy of the USSR). Moscow 1956. 

. Jean-Yves Catvez, Revenu National en URSS. Problémes théoriques et 
description statistique. Paris 1956, 

. D. I. Caernomorptk, ed., Narodnyi dokhod SSSR (National Income of 
the USSR). Moscow and Leningrad 1939. 

. INSTITUTE OF ECONOMICS OF THE ACADEMY OF SCIENCES OF THE USSR, 
Political Economy. London 1957. 

. E. F. Jackson, “Social Accounting in Eastern Europe,” in International 


Association for Research in Income and Wealth, /ncome and Wealth, 
Ser. IV, London 1955, pp. 242-61. 


HOLESOVSKY: SOVIET NATIONAL INCOME THEORY 343 


. M. V. Kotcanov, Narodnyi dokhod SSSR (National Income of the 
USSR). Moscow 1940. 

. G. A. Koziov S, P. Pervusnin, Kratkii ekonomicheskii slovar 
(Short Economic Dictionary). Moscow 1958. 

. Ia. A, Kronrop, Sotsialisticheskoe vosproizsvodstvo (Socialist Reproduc- 
tion). Moscow 1955. 

. A. Kursku, Review of Chernomordik [7], Planovoe khoziaistvo, 1940, 
No. 1, 104-6. 

. I, Lapr’ev, “Balans grubeishikh oshibok” (Balance of the Gravest Er- 
rors), Bolshevik, 1937, No. 7. 

5. JAN Marczewskt, “Le role des comptes nationaux dans les économies 
planifiées de type soviétique,” in International Association for Research 
in Income and Wealth, Income and Wealth, Ser. TV, London 1955, pp. 
167-241. 

. Kart Marx, A History of Economic Theories (original title: Theorien 
iiber den Mehrwert). New York 1952. 

Capital, Vol. 1-IIT. Chicago, 1906, 1909. 

+, Contribution a la critique de l'économie politique and Introduc- 
tion a une critique de l'économie politique. Paris 1928. 

. ——, The Gotha Program. New York 1935. 

. BronistAw MInc, “Z zagadnien dochodu narodowego”’ (Some Qurstions 
of the National Income), Nowe drogi, 1947, No. 5, 49-65. 

. Hitary Minc, “O wlasciwe metody planowania w Polsce” (For Correct 
Planning Methods in Poland), Nowe drogi, 1948, No. 8, 17-38. 

. P. M. Mosxvin, Voprosy statistiki natsiona?’nogo dokhoda SSSR (Ques- 
tions of Statistics of the National Income of the USSR). Moscow 1955. 
. Viapimir Nacuticar, “Narodni duchod a jeho vypotet v CSR” (Na- 
tional Income and Its Calculation in the Czechoslovak Republic), Po- 
litickd eckhonomie, 1955, No. 6, 440-62. 

. A. Norxin anv N. Tsacorov, “O teorii i skheme balansa narodnogo 
khoziaistva SSSR akademika S. Strumilina” (On the Theory and Scheme 
of the Balance of the USSR National Economy, by S. Strumilin, Member 
of the Academy), Planovoe khoziaistvo, 1937, No. 4, pp. 79-111. 

. A. Nove, “Some Notes on Soviet National Income Statistics,” Soviet 
Studies, 1955, No. 3, 247-80. 

. A. I. Petrov, “Burzhuaznaia statistika natsional’nogo dokhoda v kapita- 
listicheskich stranakh” (Bourgeois National Income Statistics in Capital- 
ist Countries), in L. M. Tsyrlin and A. I. Petrov, Burzhuaznaia statistika 
skryvaet pravdu (Bourgeois Statistics Hides the Truth), Moscow 1953, 
pp. 141-67. 

—s —, Kurs ekonomicheskoi statistiki (Course of Economic Statistics). 
Moscow 1954, 

. ——_—— .,, Narodnyi dokhod SSSR (National Income of the USSR). Mos- 
cow 1949. 

—_——, “Teoreticheskie predposylki ischisleniia narodnogo dokhoda” 
(Theoretical Premises of the Calculation of National Income), Planovoe 
khoziaistvo, 1927, No. 2, 107-32. 


l 
1, 

1 

| 

l 

? 

? 


THE AMERICAN ECONOMIC REVIEW 


T. V. RiasusHKin, Problemy ekonomicheskoi statistiki (Problems of 
Economic Statistics). Moscow 1959. 

_——., Statisticheskie metody izucheniia narodnogo khoziaisiva (Statis- 
tical Methods in the Study of the National Economy). Moscow 1957, 


32, ————,, Ocherki po ekonomicheskoi statistike (Essays in Economy Sta- 


tistics). Moscow 1950. 

. Duptey Seers, “A Note on Current Marxist Definitions of the National 
Income,” Oxford Economic Papers, June 1949, 1, 265ff. 

. G. Srrumiirn, “Narodnyi dokhod SSSR. K. metodike izucheniia 
voprosa” (National Income of the USSR. Comments on the Methodology 
in the Study of this Question), Planovoe khoziaistvo, 1926, No. 8, 140-63. 


35. - -, “K teorii balansa narodnogo khoziaistva” (Comments on the 


Theory of the Balance of National Economy), Planovoe Khoziaistvo, 
1936, Nos. 9 and 10, pp. 86-114. 

_——., Statistiko-ekonomicheskie ocherki (Statistical and Economic 
Essays). Moscow 1958. 


37. Paut Stupensk1, “Methods of Estimating National Income in Soviet 


Russia,” Studies in Income and Wealth, Vol. VIII, National Bureau of 
Economic Research, New York 1946, pp. 195-234. 
, The Income of Nations. New York 1958. 


39, —__—— anv J. Wyter, “National Income Estimates of Soviet Russia— 


Their Distinguishing Characteristics and Problems,” Am. Econ. Rev., 
May 1947, 37, 595-610. 
‘““A Note on Some Aspects of National Accounting Methodology in Eastern 
Europe and the Soviet Union,” U.N. Econ. Bull. for Europe, 1959, No. 3, 
52-68. 
. R. E. Vatsperc, “Obshchestvennyi produkt pri kapitalizme i v SSSR” 
(Social Product under Capitalism and in the USSR), Planovoe khoziaistvo, 
1927, No. 5, 126-47, and No. 6, 135-53. 

:  “Protiv vul’garizatsii i legkomysliia” (Against Vulgarization and 
Thoughtlessness), Planovoe khoziaistvo, 1928, No. 8, 165-86. 
A. ZaLKinp, “K voprosu o metodakh ischisleniia narodnogo dokhoda. 
Sozdaetsa li narodnyi dokhod v pasazhirskom transporte” (Comments on 
the Question of Methods of Calculating National Income. Is National In- 
come Being Created in Passenger Transportation?) , Problemy ekonomiki, 
1939, No. 1, 137-51. 


344 

30 

31 

33 

34 

40 

+1 

1? 

13 


PROBLEMS AND POSSIBILITIES OF INDUSTRIAL PRICE 
CONTROL: POSTWAR FRENCH EXPERIENCE 


By JoHN SHEAHAN* 


Galbraith’s lively studies of wartime price control in the United 
States led to a most tantalizing mixture of conclusions. They suggested 
the possibilities of improving resource allocation and of reconciling full 
employment with a high degree of price stability, but also recorded great 
frustration with administrative obstacles and practical results [5] [6]. 
It is not impossible to find good reasons for considering the case closed, 
but it might also be argued that postwar results without price regula- 
tion in the industrial sector have been sufficiently short of brilliant to 
warrant further inquiry. Our experience, limited to wartime emer- 
gencies, might usefully be supplemented by an attempt to sort or‘ 
some of the consequences of the continued use of direct regulation in 
France. 

The application of controls in France has alternated between vigor- 
ous effort to supervise pricing in most basic industries and periods 
of almost complete freedom for private decisions. Since 1957, regula- 
tion has been progressively relaxed. The periods of greatest interest here 
are those in which controls were seriously attempted on a large scale. 
They include such different situations as those of generalized excess 
demand up to 1949 and again in 1957, the recession of 1952, and the 
intriguing experience of balanced expansion under conditions of very 
low unemployment from 1953 into 1956. The discussion following 
considers: (1) the background and administration of the regulatory 
system, (2) effects on the trend of industrial prices, (3) micro- 
economic effects on competition and efficiency, and (4) relationships 
to aggregate expansion. 


I. The System of Control 


Although the French economy has long been acclimated to a con- 
siderably greater degree of governmental intervention than that of the 
United States, modern control of industrial prices dates only from 1936. 
It was established at that time to provide a means of supervising the 
price revisions resulting from the new social legislation of the Popular 
Front. The experience closely paralleled that with the NRA, and led 
to an even quicker movement away from regulation. But wartime con- 
trols followed almost immediately, and were reasserted in 1945 as a 

* The author is assistant professor of economics at Williams College. Research for this 


paper was made possible by a National Research Professorship grant from the Brookings 
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continuing policy instrument. The administrations which have come 
and gone since then have included many people determined to reduce 
or eliminate controls, but their collective effort has done little more 
than create variations in the intensity with which regulations have been 
exercised. To quote the director of the control agency, “despite the end 
of grave shortages, despite a general spirit hardly favorable to the 
maintenance of price regulation . . . recent history shows that such 
regulation has a real vitality. . . . Without wishing it, perhaps without 
realizing it, we finally constructed, piece by piece, a solid and permanent 
instrument of governmental action [4, pp. 30-31].” 

The system of control might be summarized by stating that the 
“Direction Générale des Prix,” acting under the authority of the Minis- 
ter of Finance, can issue orders at any time to any industry or individual 
firm establishing ceiling prices for their products at or below prevailing 
levels. In practice a complex but flexible system allows most industries 
a high degree of freedom most of the time. 

Regulations divide industries into three main groups: (1) those sub- 
ject to direct price-fixing by authority, (2) those allowed complete free- 
dom, and (3) the Orwellian-flavored category of “controlled liberty.” 
Firms in this third class must submit explanations of any proposed 
increases, or of initial prices for new products, and must delay applica- 
tion of the new prices for a 15-day examination period. The control 
agency can reject or attempt to alter the proposals, or do nothing and 
allow them to go into effect at the end of the waiting period. The three 
broad regulatory categories include numerous subdivisions to facilitate 
administration, but perhaps the basic point is that the control agency 
has the authority to alter the classification of any industry by decree. 

During most of the postwar period, stricter forms of regulation have 
been applied to aluminum, steel, sulfuric acid, fertilizers, wood pulp, 
and some paper and pharmaceutical products. Industries subject to 
controlled liberty have included agricultural equipment, automobiles, 
combustion motors, household equipment, oils and paints, tires and 
other rubber products. Complete freedom has usually been allowed for 
cement, porcelain, textiles, toys, watchmaking and wood products, and 
in general for any dispersed group of small producers too difficult 
to supervise [4, pp. 39-51]. 

The control agency maintains a representative on the otherwise 
separate commission dealing with monopolistic practices, and endeavors 


* Franck states that prices of steel have been free of regulation, in principle, since the 
establishment of the Coal-Steel Community. In practice they have remained a matter of 
government-industry negotiation. Cf. the series of discussions in Le Monde, January 
through March 1960, concerning company proposals, government reactions, and the final 
compromise decision concerning the price change of February 1960. Several of the industries 
listed above were granted greater freedom in August 1960 [17] [24]. 
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to keep track of suspect cases as particularly likely candidates for 
strict regulation. But it would be going too far to suggest that monop- 
olistic industries are controlled and competitive ones are not. Ad- 
ministrative convenience, concern with input cost changes which would 
become widely diffused, and consideration of the relative weight of 
particular products in the major price indices, cut across any division 
of industries by degree of competition. 

Whatever the form of control applying to any group of producers, 
they are subject to the possibility of a general “blockage” of all prices 
at existing levels. Attempts to freeze all prices have been made re- 
peatedly, but exceptions allowed for legitimate reasons to one group 
after another have usually rendered such attempts meaningless within 
a few months. The one important exception was the general freeze im- 
posed in the 1952 recession. The usual practice is to go on dealing with 
specific cases and to leave the blockage in effect until its defeat is con- 
secrated by an order for another freeze at the new price level then in 
existence. 

In the early postwar years, the regulatory agency carried out in- 
dependent studies of costs as a basis for its pricing decisions, endeavor- 
ing to set prices at levels permitting profits for firms with costs near 
the industry average, but not necessarily for the highest-cost producers. 
Authority to carry out such studies remains, but they are not now com- 
mon. In the usual case, the agency is asked to judge the permissible in- 
crease that would compensate for given increases in costs. The judg- 
ment in such issues is based on cost breakdowns provided by the in- 
dustries, showing the net effect of price increases for specific inputs.” 
It is standard practice, emphasized repeatedly to unions and to firms, 
to refuse authority to pass on wage increases in the individual industry 
going significantly beyond those that have occurred or are currently be- 
ing established in manufacturing generally. 

Cases concerning increases in costs often also involve a related 
issue: the desirability of changing allowed profit margins. Under some 
governments, decisions have frequently forced the companies concerned 
to accept lower margins. More recently, governmental policy has fa- 
vored increasing margins in order to encourage investment. In all im- 
portant cases involving this issue, the Planning Commission, the Minis- 
try of Industry, the Ministry of Finance, and interested governmental 
purchasing agencies, are consulted and play active roles in the decision 
process. Officials concerned) with these internal debates are emphatic 

? The bare outlines of the formulas used and decisions taken are published in the Bulletin 
Officiel des Services de Prix. Where a given decision affects a wide variety of consuming in- 
dustries, the trade associations explain in detail the methods of calculating allowed price 


changes. E.g. [18, pp. 35-40] explains to electrical equipment firms the implications for their 
pricing of the increase allowed steel companies in February 1960. 
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in insisting that the results constitute a balance of conflicting judg- 
ments and negotiating skills rather than any abstract optima deter- 
mined by clearly defined criteria. 

Decisions reached by the control agency are transmitted to a 27-man 
advisory board, including representatives of agriculture, business, labor 
and consuming groups. This “Comité Nationale des Prix” accepts most 
of the decisions automatically. For a few particularly sensitive items, 
or for any special case the Committee wishes to debate, it may under- 
take a general investigation and establish new policy directives. The 
Committee’s advice is not binding but is usually followed. The 
price directorate thus retains wide scope for action, within broad limits 
set occasionally by the review board and—implicitly but fundamentally 
—by the cabinet. 

The preceding description makes the control process sound rather 
arbitrary. In fact it is more so than U.S. regulation of the public utility 
type. Firms are protected from erratic rulings by the inevitable network 
of custom, common interest of all concerned in successful business ex- 
pansion, interacting objectives of the government agencies participating 
in the decision process, political pressure, and public debate on im- 
portant cases. The control agency must be able to defend its choices 
against highly organized trade associations devoting much effort to in- 
fluencing decisions in this critical area. But the agency is less subject 
to the checks of judicial review and effective parliamentary inquiry 
than, for example, the Interstate Commerce Commission. As is gen- 
erally true of business-government relations in France, executive dis- 
cretion is greater than in the United States [3]. 


II. Effects on the Trend of Industrial Prices 


The use of controls did not prevent markedly greater postwar price 
increases in France than those experienced in most other countries. The 
results may be divided into four periods: (1) a raging inflation from 
the beginning of 1945 to 1949, during which wholesale prices rose nine 
times; (2) a temporary lull in 1949, followed by a new inflationary out- 
burst in 1950-51; (3) a complex period from 1952 into 1956, includ- 
ing a remarkable stretch of combined price stability and aggregative 
expansion; (4) another round of inflation, developing in the course of 
1956 and culminating in 1957, followed by greater emphasis on aggre- 
gative measures to combat rising prices and lessening use of controls 
[22, pp. 106-76, 258-90]. 

1. The inflation that carried through 1948 was a straightforward 
case of enormous excess demand in conditions of full employment. 
Against a background of exceedingly liquid monetary conditions and 
budgetary deficits running from 30 to 60 per cent of total government 
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expenditure, the proportion of national product available for domestic 
consumption was considerably reduced by increases in the relative vol- 
ume of both investment and exports [1, pp. 46-51] [10, pp. 217-38] 
[22, pp. 86, 125]. Attempts to check the resulting pressures by controls 
were not aided by any extraordinarily high level of public cooperation, 
but the failure should not be ascribed to a peculiarly French impatience 
with authority: evasion of regulation in markets experiencing excess 
demand is in the interest of both buyers and sellers. Rapidly rising 
prices in these markets pulled up material costs and helped build up 
wage pressure in the sectors more amenable to control, making restraints 
there scarcely more effective. It is a moot question whether temporary 
local successes by the control agency reduced the rate at which price 
and wage increases interacted on each other or made the inflation worse 
by creating an added handicap to supply adjustments. 

2. The renewal of inflation that began in 1949 and carried into 1952 
was a different experience with an interesting end result. Controls were 
relaxed at the start of this period, in the belief that the worst supply 
shortages were over. Prices began to rise with the first signs of recovery 
from the brief 1949 recession, caught fire in the general Korean-War 
inflation of 1950, and then kept on going up after world demand and 
raw material costs eased in early 1951. Signs of lessened pressure on 
productive capacity began to appear in the second half of 1951, and 
unemployment began to rise from November.’ Wholesale prices of 
industrial goods leveled off but did not fall, while wages and retail prices 
kept moving up rapidly until they were attacked directly in March 
1952. 

3. The government’s approach to the situation in March 1952 was 
not sophisticated. Although signs of recession were developing, retail 
prices were still rising, wholesale prices had stopped shooting up only 
in January, and unemployment was not over 2 per cent of the labor 
force.* In the belief that the main objective of policy was to fight in- 
flation, and that the way to do it was to reduce prices, the government 
attempted to do exactly that. Some industries were ordered to reduce 


* The indicator of unemployment used here is the seasonally adjusted series for unsatisfied 
requests for work [21, pp. 330-34]. 


*The French government does not publish any measure of unemployment as a percentage 
of the civilian labor force. Estimates in the text are based on INSEE sample surveys taken 
in October of 1952 and 1954, extrapolated to other dates by use of the monthly series of 
unsatisfied requests for work as an index. The 1952 survey indicated an unemployment 
ratio of 1.6 per cent [28, p. 72]. The monthly series of requests for work demonstrates 
that the level of unemployment in the first half of 1952, when prices were successfully re- 
duced, was less than in October. This monthly series, generally used as the indicator of 
unemployment in France, considerably understates the actual level [22, pp. 34-58] [27]. The 
sample data basic to the estimates here are free of the main factors causing understatement 
in the monthly series, but the latter’s weakness makes the extrapolations away from the 
survey dates most uncertain. 
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their prices, negotiated decreases were worked out with major trade 
associations and retail chains, and everyone else was asked to make 
voluntary reductions. On its side, the government undertook to hold 
down taxes, while its expenditures continued to rise. The budget deficit 
rose from 2.7 per cent of GNP in 1951 to 4.5 per cent in 1952 [22, 
pp. 198, 291]. The government fed increased money income into the 
economy through the deficit, while raising the real purchasing power of 
its addition to money income and of existing cash balances. 

If the behavior of prices had been an accurate indicator of a basic 
situation of excess demand, the policies adopted would have been ex- 
plosive. In fact, demand moved slightly downward, both because it was 
headed that way in the first place and because the check to retail 
prices discouraged speculation in inventories. The cost of living fell 
3.4 per cent between March and June. It stayed below the March 1952 
level until the end of 1956. 

The available interpretations of this 1952 operation stress that the 
government was lucky: the demand situation was about to bring prices 
down anyway [1, pp. 68-79] [11]. The fact that demand pressure and 
raw material costs had been easing for some time without bringing prices 
of industrial products down does not invalidate this suggestion. Prices 
may simply have been making lagged adjustments to the cost increases 
of 1951, notably to the general increase in wage rates implemented in 
September. 

It is not possible to be sure whether the actions taken in 1952 just 
happened to coincide with a price reversal that was about to occur, or 
that they secured a correction that might have taken a good deal longer 
to work out without the direct intervention, But perhaps the point of 
chief interest is that a situation of rising prices and low unemployment 
was not treated as one requiring aggregative deflation. The direct attack 
on prices worked because their increases were not in fact accurate in- 
dicators of genuine scarcity. The lack of any real pressure on prices 
after they were reduced by authority suggests both that: (a) arbitrarily 
raised prices provided scope for arbitrary reductions, and (b) unem- 
ployment below 2 per cent of the labor force can be consistent with price 
stability, if there are no specific shortages and if price increases in the 
absence of shortages are prevented. 

It is not surprising that retail prices stayed down in 1952 and the 
first half of 1953 while the recession continued. It is of greater interest 
that they did not rise promptly with the recovery beginning from mid- 
1953, and in fact stayed down through two subsequent years of rapid 
expansion with very low unemployment. It might be suggested that this 
is what could be expected to happen in any competitive economy: prices 
fell in conditions of excess capacity, and did not move back up until 
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pressure on capacity became strong again. This is probably what would 
happen in a thoroughly competitive economy but this is not what prices 
have usually done in the French economy. Apart from the experience 
under discussion, industrial product prices rose along with each in- 
crease in production, and stabilized or continued rising in recessions. In 
this one instance, controls helped move prices more in the manner they 
would have if they were set under competitive conditions. 

From December 1953 to December 1955 industrial production in- 
creased 18 per cent. The index of retail prices of industrial goods rose 
1 per cent, and that for wholesale prices of industrial goods fell .5 
per cent. As measured by the census of May 1954, unemployment near 
the start of this period was only 1.8 per cent of the civilian labor force. 
As measured by the employment survey of October 1954 it was 2.3 
per cent (see footnote 4). Judging from the higher benchmark, the un- 
employment ratio was down to 1.9 per cent by September 1955, 1.2 
by September 1956, and 1.0 by September 1957. The situation in the 
latter part of 1956 and 1957 was unambiguously one of excess demand. 
The 1954-55 unemployment ratios, though low by U.S. standards, 
proved consistent with both a high degree of price stability and rapid 
expansion of production. This performance was aided by stable raw 
material prices. It was not purchased by a rising import surplus: in over- 
all trade, a small deficit was replaced by a small export surplus; in trade 
with countries outside the franc zone, the value of exports relative 
to imports rose from 79 per cent in 1953 to 93 per cent in 1955 [22, pp. 
239, 266-90, 304-9]. 

4. In the course of 1956, with the full weight of the Algerian war 
added to the previous close balance, the situation again turned toward 
outright excess demand. This was signaled by a deterioration of the 
external balance and by spreading bottlenecks, rather than by rapidly 
rising prices. A survey of production conditions in November 1956 in- 
dicated that practically all firms were operating at the maximum rates 
possible.* The retail price index did not clearly express the demand 
situation because it was systematically falsified. Selective subsidies and 
detaxation of items in the index were used to hold it down, feeding 
basic inflationary pressures in order to maintain the pretense that 

* Etudes et Conjonctures carries periodic reports concerning unused capacity, obtained 
from INSEE sample inquiries on the outlook and intentions of business management. This 
series provides a measure of “the proportion of firms declaring that they could increase pro- 
duction if they had more orders,” not of the ratio between idle and total capacity. The 
survey applying to the end of October 1959 did include both types of information [20, pp. 
179-98, tables p. 185]. At that time 77 per cent of the reporting firms declared that they 
could increase production, but their evaluation of the percentage increase in production pos- 
sible was only 14 per cent. The lowest point ever recorded by the continuing series was that 


for Nov. 1956, when only 3 per cent of the firms sampled said that they could increase pro- 
duction. 


382 THE AMERICAN ECONOMIC REVIEW 


they were under control. Controls were converted from a check against 
arbitrary price increases into an instrument for forcing industry to 
absorb rising costs through lower margins. The preceding improvement 
of the trade balance was radically reversed [22, pp. 239-40, 265] [19, 
p. 75]. As in the early postwar years, particularly intense efforts to en- 
force regulation in a situation calling for aggregative deflation only 
added to the fundamental difficulties and soon broke down. 

In the latter part of 1957 emphasis shifted toward aggregative de- 
flationary measures. Subsidies aimed at the price index and reliance 
on direct controls were both reduced. The process of moving away 
from controls continued in 1958-60. The INSEE surveys of available 
capacity have indicated that most firms could readily have increased 
production at any time since 1957. Hourly wage rates have risen less 
rapidly than in 1954-55. But prices of industrial products have risen 
persistently, For 1959, this is explicable in terms of increased import 
costs resulting from the devaluations of 1957 and 1958, combined with 
a high rate of growth in production. But the increase in prices in 1960, 
when costs of imported materials fell and output grew more slowly, may 
be an indication that the maximum rate of expansion consistent with 
price stability has shifted downward with the reduction of controls. 


III. Effects on Competition and Efficiency 

In one of the best recent books on problems of monopoly and com- 
petition in France, Jacques Houssiaux makes a forceful case for elimi- 
nation of price control on the ground that it favors oligopolistic collusion 
[8, esp. pp. 200-201] [13]. His evidence on the structure and per- 
formance of French industries indicates that concentration is in most 
cases lower than in the United States, but widespread agreements serve 
to moderate competitive pressure and maintain market shares. He 
suggests that controls favor collusion because they lead to a negotiation 
process in which trade associations can easily serve as instruments for 
moderating competition, and because the establishment of official ceil- 
ings provides a focus for individual quotations which might otherwise 
have differed. He also argues that these negative effects are not counter- 
balanced by any genuine success in blocking increases that firms believe 
to be in their interest: that the trade associations dominate the control 
process. 

Without denying the significance of Houssiaux’s suggestions, two 
countering qualifications seem to be necessary: (a) most of the clearly 
competitive industries have been free of controls, and (b) some of those 
under strict regulation have well-established records of effective collu- 
sion, long antedating price control. France does not have a tradition of 
attempts to enforce competition. An agency was created in 1953 to 
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survey business practices and to attack harmful restraints on trade, but 
the commission was allowed to stop functioning again in 1959 [7] 
[8, p. 111] [23]. Important industries are permitted such techniques 
as joint-selling agencies, market-sharing agreements, and group de- 
cisions on pricing, as long as the commission does not decide that a 
particular industry is acting in a manner clearly harmful to the public 
interest. The general point that industries in which firms exhibit in- 
dependence in their pricing decisions should be left free of controls 
remains valid, but this category does not include all manufacturing 
industries in France. 

The suggestion that prices evolved much as they would have done 
in the absence of controls is most difficult either to support or to refute. 
For the periods of open inflation up to 1952, the changes were so violent 
and so general that regulation can hardly be considered to have had 
more than temporary delaying effects. The period of greater interest 
is again that of 1952-57, in which controls were actively enforced 
through successive conditions of recession, recovery, and continuing 
expansion in conditions of full employment. Two nonconclusive tests 
indicate that controls did affect pricing significantly in these years: 
the trend of profits relative to sales was not consistent with normal 
expectations for uncontrolled markets, and the pattern of price change 
was systematically different from that for U.S. industry during the 
same period. 

The movement from conditions of recession in 1952 to a situation of 
excess demand in 1957 should in principle have acted to raise ratios of 
profits to sales in most industries. In the aggregate, for all firms sub- 
ject to regular profits taxation, the ratio of net profit to sales fell from 
3.9 per cent in 1952 to 3.6 per cent in 1957.° Profit margins were driven 
down fairly steeply in some industries despite pronounced increases in 
sales (notably for machinery and for electrical equipment), at the 
same time as they were rising in others (including nonferrous metals, 
automobiles, chemicals and textiles). In general, profit margins rose 
in those competitive industries not subject to control, and in those con- 
trolled industries which secured unusually rapid gains in productivity. 
Controlled industries for which productivity gains were not exception- 
ally rapid were apparently subject to a genuine squeeze. This is not 
to argue that the effect was desirable; it is only to refute the sugges- 
tion that controls were not able to affect the pattern of pricing. 

Comparison of the pattern of price changes in 1952-57 to that in the 
United States in the same period reveals some suggestive contrasts. 

*Data here refer to firms subject to the “régime du bénéfice réel,” which includes all 


medium and larger enterprises, accounting for 91 per cent of sales by all reporting firms in 
1957 [26]. 
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Such a comparison is handicapped by differences in classification of 
data, and above all by the scarcity of official indices for narrowly de- 
fined groups of industrial products in France. Table 1 presents a small 
sample intended to bring out the contrasts without being deliberately 
misleading; a definitive comparison remains impossible without more 
data on specific French industry groupings. 

To anticipate two relevant questions concerning the above compari- 
son, output of French manufacturing increased more than twice as 


In WHOLESALE Prices For SeLecreD MANUFACTURING INDUSTRIES, 
FRANCE AND THE Unirep Srares, 1952-57 


Per Cent Increase in Price Index 
United States France 


Primary metals 
Electrical machinery 
Motor vehicles 

All manufacturing 
Chemicals 

Leather products 
Lextile 


* The French index for motor vehicles is based on retail rather than wholesale prices, but 
retail margins were fixed and dealer concessions rare in this period, maintaining a close cor- 
respondence between changes in wholesale and in retail prices. 

Sources: Bulletin Mensuel de Statistique for all French prices except electrical machinery; 
Syndicat National de la Construction Electrique, ‘Rapport Statistique, 1959” for electrical 
machinery; Levinson, “Postwar Movement of Prices and Wages in Manufacturing Indus- 
tries,"’ Study paper no. 21, prepared for the Joint Economic Committee, Study of Employ 
ment, Growth and Price Levels, January 1960, p. 14, for American prices 


rapidly as that of U.S. industry in the period considered, and hourly 
wages in manufacturing rose 36 as against 24 per cent in the United 
States [25]. 

During this period of active control, the dispersion of price changes 
was considerably less in French than in U.S. manufacturing. The range 
from greatest increase to greatest decrease was only 17 percentage 
points, compared to 37 in the United States. Taking primary metals as 
a central objective of control and an area in which it was most easily 
exercised, it is noteworthy that this stood out on the high side in France 
as well as in the United States. The only difference was that it did not 
stand out so far. Leather products and textiles present the opposite 
situation of relatively dispersed production structures, not in fact sub- 
ject to close control. In both these cases, and in no others, French 
prices rose relative to those in the United States. 

The data cited do not prove that price regulation changed the course 
of events. In the first place, independent choices of firms, guided by 
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competitive objectives, may have been more important than controls 
in holding down prices in some industries. This was definitely the case 
in the automobile industry [16]. In the second place, differences in 
factor-cost changes were such as to favor the pattern of pricing indi- 
cated, The restraint on prices of primary metals itself acted to hold 
down costs for all the metals-using industries. The pattern of wage 
changes had the same effect, and is worth considering in more detail. 

The recent study of costs and prices in American industry by 
Schultze and Tryon concluded that the evolution of unit labor costs was 
better explained by differences in productivity gains than by differences 
in wage rates, except for five important cases [14, pp. 42-45]. Their 
exceptional cases included the two extremes in the table above: primary 
metals (where wages stood out on the high side), and textiles (where 
the wage increase was below average and the productivity increase 
above). One of the key differences in France is that there are no ex- 
ceptional cases in this sense. Hourly wage increases have differed mod- 
erately among industries, but the degree of dispersion has been much 
smaller than in the United States: differences in unit labor costs are 
more fully explained by differences in productivity, because the disper- 
sion of wage increases is more limited [15]. The fact that the structure 
of wage change in France favored the pattern of price change observed 
does not mean that the former determined the latter. Regulation was 
explicitly used as a warning device against firms or industries tending 
to raise wages markedly faster than the general pace, and may have 
been responsible in part for the relatively low spread among wage in- 
creases. This factor was surely of secondary importance in determining 
the wage pattern, but it probably did help shape the evolution of wages 
as well as prices. 

The faster pace of wage increases in France in the period discussed 
was offset by more rapidly rising output per man hour, in turn made 
possible by the greater rate of increase in production. Comparison of 
changes in labor productivity indicates that the improvement in France 
relative to that in the United States was particularly high for primary 
metals and for motor vehicles, and considerably lower for textiles, 
clothing, food processing, and chemicals [15]. These structural differ- 
ences are consistent with the possibility that selective application of 
controls to highly concentrated industries little inclined to price com- 
petition may, by making it more difficult to pass on wage increases, help 
shift the effort of firms somewhat more toward cost reduction as a 
means of raising profits. 

For competitive industries, arbitrarily set prices surely do distort 
resource allocation and lessen efficiency. Where an economy is split into 
competitive and noncompetitive producing groups, both prices and 
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wages in the latter move too high relative to their levels in the competi- 
tive industries. Price control limited to the minority of noncompetitive 
industries, checking their profit margins and holding their wage in- 
creases in line with opportunities elsewhere, may in principle improve 
allocative efficiency. As practiced in France, controls did not make any 
such neat distinction. But, by the accident of the fact that highly con- 
centrated industries are easier to control, they may well have held 
prices and wages in a pattern more nearly con!:tent with efficient re 
source allocation than would have resulted in Use absence of controls. 


LV. Relationships to Aggregative Expansion 


Regulation of prices was definitely not fatal for the growth of manu 
facturing output. From 1950 to 1959 the index of industrial production 
rose 71 per cent, slightly above the expansion rate for all OFEEC mem 
bers (64 per cent), and markedly above that in the United States [25]. 
This vigorous performance cannot in any sense be explained by changes 
in the efficiency of the pricing system, but it is of some interest to con 
sider the treacherous question of the effects of regulation on the rate of 
expansion, 

In the periods of strong excess demand through 1951, controls did 
no more than provide a temporary impediment to increases in the sec- 
tors more readily supervised. Their incidence was thus focused on the 
more organized industries. They may well have hampered investment 
selectively in such sectors, impeded the transfer of resources to the 
more productive areas of the economy, and favored the survival of in- 
efficient operations beyond the reach of regulation. In so far as effective 
at all, they deflected the flow of income and control of resources from 
firms toward consumers, restraining investment and the possible rate 
of economic growth. 

In the recession of 1952 and the subsequent period of balanced ex- 
pansion, controls cannot be considered to have been uniformly negative. 
In 1952, the temporary decline in sales created excess capacity and re- 
duced investment demand. Price increases in this situation would have 
altered the flow of funds from recipients with a high propensity to 
spend toward business firms eager to improve liquidity and uncertain 
about the desirability of further investment. In so far as controls 
checked the ability of noncompetitive firms to implement price in- 
creases in such conditions, they may well have sustained aggregate de- 
mand and facilitated recovery. 

In 1954-56 the expansion proceeded in conditions of full employment 
and generally restrained industrial prices. As noted above, the re- 
straints brought down profit margins (though not absolute profits), 
in the aggregate and particularly in capital equipment industries. Since 
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this was a period of general pressure on capacity, it may be assumed 
that an increase in the flow of income to firms would have raised in 
vestment [2] [12]. Blocking price increases for industries operating 
at capacity and endeavoring to raise investment favored current con 
sumption at the expense of growth. Moreover, the squeeze on profits 
was particularly pronounced in the machinery and electrical equipment 
industries, focusing the negative effects in a manner restraining the 
increase in capital equipment, Recourse to imports to the extent per 
mitted did act to ease this bottleneck, but they in turn contributed to 
the heavy balance-of-payments deficits of 1956-57. 

The combination of strong demand conditions with restraint on 
profits did prove more favorable for investment than the initial 1952 
combination of weaker demand and higher profit margins: fixed capital 
formation rose slightly faster than GNP while profit margins were being 
squeezed [22, p. 291; supplement, p. 13]. But the rise in investment 
relative to GNP was only from 16.5 per cent in the 1952 recession to 
19.3 per cent in the 1957 boom, It remains probable that the economy’s 
supply ceiling would have risen faster if higher prices had cut into con- 
sumption and allowed greater investment. 

In a sense, price control under conditions of excess demand provides 
an alternative to monetary policy as a means of checking investment. 
It does reduce the funds available for investment financing, perhaps 
more effectively than ordinary credit rationing or high interest rates. 

sut the net result is not the same. This technique allows purchasing 

power of households to gain to the extent that firtns are restricted. It is 
not a deflationary instrument, but a means of favoring consumption at 
the expense of investment. 

While controls were outrightly unhelpful in conditions of genuine ex- 
cess demand, they need not have been harmful for growth during the 
years when aggregate demand and supply rose in close balance. Their 
worst aspect was that they squeezed profits and held down investment 
in the capital goods industries, where demand did exceed supply. If 
they had been administered under a rule allowing freedom for those 
industries subject to excess demand, while maintaining a check for 
those noncompetitive industries for which supply remained adequate, 
the price level might have risen earlier but resource allocation would 
have been improved. The restraint was overly general. Its negative side 
became more important as more industries passed into the category of 
bottlenecks with the surge of demand in 1956-57, Up to that point, the 
positive side of price supervision was quite real: it made clear that a 
situation of rapid growth with unemployment on the order of 2 per 
cent of the labor force was not in fact one of excess demand requiring 
deflation. 
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V. Conclusions 


Regulation of industrial prices in France has had such varied and 
contradictory effects that any judgment as to whether the balance has 
been harmful or not must be highly arbitrary. One basic distinction 
does help clarify the results. When used in conditions of general excess 
demand to hold down the price level, direct controls hampered effi- 
clency, restricted investment, and did not achieve any positive objective. 
Used to check arbitrary price increases in the one period when demand 
and supply were in close balance at low levels of unemployment, they 
did help preserve a condition of rapid expansion without inflation, In 
this favorable period their application to concentrated industries cre 
ated a pattern of price change markedly different from that in the 
United States. This pattern might well be judged to have come closer 
to a competitive structure than that in the United States, in the sense 
that regulations in general bore down on the less competitive industries, 
keeping their price and wage changes more in line with those in the 
competitive sectors. Controls caused nothing but trouble when applied 
to industries for which demand exceeded capacity to supply, but they 
did help avoid false signals of inflation deriving from market power of 
sellers rather than genuine scarcity. 
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EQUILIBRIUM GROWTH MODELS 
A Review Article 


By Joan Ropinson* 


Models are customarily set out with the assumptions at the beginning and 
the conclusions at the end, but this is not how they are built. An author starts 
from some doctrine which he wishes to defend or some proposition that he 
hopes to establish, and sets about finding the least unplausible-looking assump 
tions that will lead to the conclusions that he requires. (A professed empiricist 
might think this queer, but he is doing much the same thing when he picks the 
headings for the columns in which his figures will be grouped.) Once the 
assumptions have been found, a return journey towards the conclusions must 
be made, and in the course of it the author (or a critic tidying up after him) 
often discovers logical relationships which he did not yet know of; thus fresh 
explorations are made in the process of establishing foreknown conclusions, 

Professor Meade has added one more to the troop of long-run macro- 
dynamic models of growth in a pure free-enterprise economy,’ There are now 
a sufficient number of them roaming around to make it possible for us to map 
out the logical field in which they move 

For such a survey, the familiar formula, g = s/v, is not a good starting point. 
If we take it as an ex post accounting identity, we have to define its terms (as 
with other truisms, such as § = / or MV = PT) in such a way as to beg all 
the questions that are to be discussed. As the statement of ex ante equilibrium 
conditions, it fails to isolate the independent variables; s, the ratio of annual 
net saving to annual net income, is strongly influenced by the ratio of profits 
to income, which in turn is strongly influenced by the ratio of annual net in 
vestment to the value of capital, that is, by g itself; v, the ratio of value of 
capital to annual net income, is influenced, both through the prices of capital 
goods and through the choice of technique, by the rate of profit, which is a 
function of s and g. All the formula can say is that, if growth is going on 
under equilibrium conditions at the rate g, then s/v is equal to it. 

Harrod, certainly, whatever his warranted rate of growth was supposed to 
mean, did not intend to throw away the General Theory and make savings 
govern investment. What his theory reveals is something much more interest- 
ing than this barren formula. What he shows is that, if we write down a func- 
tion for the inducement to invest (whether in terms of the accelerator, or of 
expected profits, of the supply of finance, or just of the animal spirits of the 
managers of firms) generating a desired rate of growth, and a set of technical 
conditions (the labor supply, the flow of new inventions and so forth) provid- 
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ing a “natural” or better, a physically possible rate of growth, and, further 
more, postulate equilibrium with full employment, we have overdetermined 
our system. 

There are three ways of getting out of the impasse. One is to give up the 
idea of equilibrium and exhibit an economy blundering on from one situation 
to another (as happens in the history of the world we live in) following no 
simple predictable path. The second is to introduce a functional connection 
between the desired and the possible growth rates so that one determines the 
other. The third is to give up the desired rate of growth and simply assume 
that actual growth goes on, in equilibrium conditions, with continuous full 
employment of available labor. 

Harrod himself sketches very sketchily growth paths of the historical type 
(Because of the peculiar inducement-to-invest function that he uses, they are 
wildly erratic.) My “golden age” has been criticized for just what I regard as 
its chief merit-—-that it is not an equilibrium path. It is a special case of an 
imagined historical path in which the desired rate of accumulation, the physi 
cally possible rate and the initial conditions happen to be in harmony; its 
use is to illuminate the causes and consequences of various kinds of dis 
harmony, 

Kaldor follows the second method |4]. His technical-progress function per 
mits the desired rate of growth to bring the possible rate into equality with 
itself. Though he uses the language of history, he argues in terms of equilib 
rium, His equations describe a golden-age path which the economy, when not 
already on it, is seeking to reach, moving from any given starting point along 
a determinate route at a determinate pace. Kahn |2] shows how we can con 
struct a model which achieves equilibrium the other way around, by making 
the possible rate of growth control the desired rate via the mechanism of the 
supply of finance, provided that the desired rate is sufficiently high and suffi 
ciently interest elastic. Duesenberry [1] works out an equilibrium path for 
desired growth and trusts to a kindly Providence to keep the possible rate in 
line with it. 

Meade’s new model is frankly of the equilibrium persuasion. The rate of 
investment is always equal to the full-employment rate of saving, the demands 
for labor and other means of production are equal to the available supplies 
and perfectly competitive prices rule. He gives a token explanation in terms 
of interest policy and the behavior of money wages, but it is evidently not to 
be taken to mean anything more than a postulate that equilibrium is always 
maintained. 

Before discussing his particular assumptions, let us consider in general what 
full-employment, competitive equilibrium implies. The basic conception is that 
full employment of available labor obtains at every stage of the accumulation 
of capital. Taking as given the technical conditions, the supply of labor, and 
the propensity to save from each type of income (the thriftiness conditions, 
for short) there is an equilibrium relationship between the stock of capital in 
existence in any particular position and its rate of growth. Thus, if we specify 
a particular rate of growth (which in the special case of a stationary state is 
zero) the equilibrium stock of capital is indicated; if we specify a stock of 
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capital, the equilibrium rate of growth is indicated. Moreover, in any position 
that we chose to examine, with a certain labor force in existence and a certain 
rate of growth going on in the labor force and in the over-all value of capital 
per man employed, the postulate of equilibrium entails not only the over-all 
value of the stock of capital but its precise composition. In particular the 
stock of durable equipment in existence must be of the amount and form ap- 
propriate to the rates of output being produced. 

Competitive equilibrium implies a uniform rate of profit throughout the 
economy. Thriftiness conditions and the rate of accumulation determine the 
level of the current rate of profit at each moment. This, combined with the 
physical rates of output, determines all prices in terms of money-wage units, 
and so determines real wages. 

Given an equilibrium situation, output and consumption today determine 
what stocks of goods of all kinds will be tomorrow, and the stocks today de- 
termine what output and consumption must have been yesterday. The present 
position, combined with the postulate of continuous equilibrium, decrees what 
the situation will be at any date in the future, and entails what it was at any 
date in the past. The model is “a creature that moves in determinate grooves 
not even a bus, but a tram.” 

Kaldor has professed himself unable to see “where marginal productivity 
comes in” [3]. Certainly there is no room here for the view that the marginal 
product of labor directly influences the wage bargain. (Well, my man, I see 
that your marginal product has gone up and I am glad to give you a raise.) 
As for the marginal product of “capital,” no one has yet told us even what 
it is intended to mean. But all the same there is a certain sense in which 
marginal products clearly do come in, One of the conditions of equilibrium is 
that no firm, given today’s prices and prospects, is using one technique of pro- 
duction when another would have been more profitable. This conception can 
be expressed in an ex ante microproduction function in terms of labor, value 
of capital per man and value of output. 

The “degree of mechanization” of different techniques can then be shown 
by their ralative positions on the ex ante production function expressed in 
terms of value at constant prices. The marginal productivity of each factor, as 
between one technique and another at constant prices, then has a definite 
meaning. One technique offers a higher output per head, compared to the next 
below it, in virtue of a higher cost of capital per man. The extra output is the 
marginal product of the extra investment. The less mechanized technique 
offers a higher output per unit of investment in virtue of more labor to be 
employed per unit of value of capital. The value of the extra output, plus or 
minus the difference in other costs required to produce it, is the net marginal 
product of the extra labor. To say that the correct technique is chosen means 
that the net marginal productivity of each factor, in this sense, to the individ- 
ual firm, is not less than the marginal cost of employing it. 

The assumption of continuous equilibrium is very exacting. For instance, 
when the path that the economy is following entails a falling rate of profit on 
capital over the future, investment which is being made today in long-lived 
installations will be designed for a more mechanized technique than would 
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have been chosen if today's rate of profit were going to continue, while very 
short-lived investments will be appropriate to nearly today’s current rate. — 

The choice of technique on these principles, of course, has little bearing on 
actual investments made in the rough and tumble of real life. An equilibrium 
system, by its very nature, is cut off from reality. It is useless to interpret his- 
tory in terms of it and illegitimate to appeal to history for evidence to sup- 
port it. All it can do is to display the logical relations generated by its assump- 
tions. 

Once we have laid down a set of assumptions, it is easy enough to run the 
model along its tram lines. As general simplifications, postulate a closed econ- 
omy in which wages and profits exhaust total income; no economies of scale 
or scarce natural resources; a constant labor force; and (for convenience in 
exposition) a clear-cut distinction between capital equipment and consumption 
goods, so that output and employment are exhaustively divided into a con- 
sumption-good and an investment sector. Some simple cases may be distin 
guished. 

1. There is no technical progress, so that the set of ex ante production func- 
tions, though changing with prices, retains its physical characteristics. The 
technical conditions exhibited in the production functions, with specified 
thriftiness conditions and constant employment, determine a particular sta- 
tionary state in which the total amount and form of the stock of capital 
goods, the rate of profit on capital and the real wage are compatible with zero 
net saving. 

With any value of capital less than that appropriate to the stationary state, 
accumulation is taking place. Choosing assumptions about the production 
functions congenial to the neoclassical point of view (a continuously falling 
output/capital ratio associated with a rising capital/labor ratio) and assump- 
tions about thriftiness congenial to a Keynesian point of view (the ratio of 
saving to income falling as the share of wages in the value of output rises) we 
find that a lower value of capital is associated with a higher rate of profit and 
a faster rate of accumulation. The economy is following a determinate path 
with the value of capital per man, the real wage rate and the value of output 
per man rising, the pace of accumulation decelerating and the rate of profit 
on capital falling. The stationary state is the asymptote to the path that the 
economy follows. This is the process usualy described as “deepening” invest- 
ment. 

We can compare several economies described by the same equations, all fol- 
lowing a single path through infinite time, but each with a different stock of 
capital “today.” Then they are all pursuing each other; that with the smallest 
stock of capital has the fastest rate of growth and the sharpest deceleration; 
it will never pass the one above it; by the “date” when it has the same stock 
of capital as that one has today it will have slowed down to the pace at which 
that one is moving today. 

With the assumptions that we have chosen, the value of capital per man 
(all values being reckoned in terms of a basket of consumption goods) is con- 
tinuously rising and the rate of profit on capital continuously falling. The 
value of output per man is continuously rising and so is the real-wage rate. 


64 THE AMERICAN ECONOMIC REVIEW 


The share of wages in the value of net income may go either way. By the same 
token, net investment per unit of capital is continuously falling and capital 
per unit of income continuously rising. The value of net investment per unit 
of income may go cither way. The same feature of the situation that would 
make the share of wages rise—ex ante production functions along which sub- 
stitution of capital for labor is sticky—-would make income per unit of net in- 
vestment rise. Thus the share of wages and the ratio of saving to income that 
zoes with it is in harmony with the ratio of investment to income required to 
keep the model on its equilibrium path. 

There is no particular virtue in the case of a constant relative share of 
wages. It does not correspond to any simple kind of technical condition such 
as can be expressed as a unit elasticity of substitution between “factors of 
production,” since the share depends on a mixture of technical relations (such 
as can be shown in ex ante production functions at given prices) and the ef- 
fects of the price changes associated with a changing rate of profit. 

2. For our second example we drop the ex ante production functions and 
introduce technical progress. At each moment of time there is one best tech- 
nique for each product considered separately, which would be chosen for new 
investment whatever the wage rate, but fresh superior techniques are con- 
tinually being discovered, so that each round of gross investment goes into a 
different form. 

For present purposes neutral technical progress can be sufficiently described 
by saying that it makes possible a rise of output per head of consumption 
goods while requiring an unchanged cost in terms of wage units of equipment 
per man employed (though unfortunately Meade uses a different, and highly 
idiosyncratic, terminology). When output is growing at the rate given by 
technical progress (with constant employment), this entails a constant value 
of the stock of capital in terms of wage units (as Harrod pointed out long 
ago). Since equilibrium requires the real wage rate to be rising at the growth 
rate of the system, the value of the stock of capital in terms of consumption 
goods is growing at the same rate. 

A steady rate of neutral technical progress, in this sense, provides a ceiling, 
like the stationary state in the first example, with a constant capital/output 
ratio (in value terms) and a constant rate of profit on capital. It has the 
characteristics of what I have called a golden age. 

An economy in which technical conditions develop in the same way as those 
depicted on the golden-age path, but which has a lower value of capital per 
man, has a higher rate of accumulation than that appropriate to the golden- 
age path and is decelerating towards it. “he path that the model follows is 
then a sort of pursuit curve approachin, asymptotically to the golden-age 
path. To fill in the details we must specify the length of life of equipment of 
various kinds, so as to be able to say, at any given point on the pursuit curve, 
how many generations of older, less productive, equipment are in existence 
and so what is the average productivity of labor at that point. 

3. A capital-saving bias in technical progress means that the cost in terms 
of wage units of equipment per man falls as time goes by. At the ceiling, when 
thriftiness conditions are such as to require a constant rate of growth of the 


ROBINSON: GROWTH MODELS 365 


value of capital, output is growing at a constant, faster rate. (This is what I 
have called a quasigolden age.) There is then a constant rate of profit on 
capital, the real wage is rising faster than output per head of consumption 
goods, labor is being drawn out of the investment sector into the consumption 
sector and the value of the stock of capital goods in terms of wage units is fall- 
ing. (The psychology of capitalists, expressed in the thriftiness conditions, 
must be such as to permit this to occur; otherwise a chronic condition of 
scarcity of labor would be set up by the competition for hands between the 
two sectors.) The case of a capital-using bias can be described symmetrically, 
with labor moving out of the consumption sector into the investment sector. 

4. To combine elastic ex ante production functions with neutral technical 
progress makes no difference as far as the ceiling is concerned. Neutrality 
means that the ex ante production functions are rising iso-elastically to them- 
selves, so that the capital/output ratio corresponding to a given rate of profit 
remains constant. Since the rate of profit on capital is constant on the golden- 
age path, techniques of the same degree of mechanization are chosen from the 
successive sets of ex ante production functions. There is no call for a move- 
ment “along” them, and their shape has no effect. Relative shares and the 
division of the labor force between sectors remain constant, as before. The real 
wage rate rises in step with output per head. 

5. To combine technical progress which is unevenly distributed between the 
sectors with elastic ex ante production functions introduces some complica- 
tions. In such a case a capital-saving tendency in technical progress may be 
combined with “deepening” investment. This opens up a wide range of possi- 
bilities. We may, if we please, select a set of assumptions that make the two 
tendencies (capital saving bias and increasing “depth’’) just balance, so 
that the capital/output ratio and the division of the labor force between the 
sectors remain constant. This produces the same effect as a golden age with 
neutral technical progress. The rate of profit on capital and the share of wages 
in the value of output remain constant while the system grows at a steady rate. 
This is our author’s favorite case, as we shall see. 

Meade’s prime object is to demonstrate that the movement along an equilib- 
rium path can be described in terms of the marginal physical productivities 
of factors of production. To do so, he lays down a formidable barrage of spe- 
cial assumptions. 

There are two products, a consumption good, let us call it a shirt, and a 
capital good, steel. We can easily accept a notional shirt as an index of the 
physical output of consumer goods. What is “steel”? The author tells us that 
it ‘can be made into machines of different forms to suit the current state of 
technical knowledge and to suit the ratios of labor and land to machines which 
the current cost of the different factors makes possible; but we have assumed 
that the tonnage of steel incorporated in any machine can in the short run as 
well as in the long run be readily and without cost transformed into a different 
type of machine which is more profitable in the light of changing technical 
knowleage and changing relative scarcities of the factors of production” [5, 
p. 45]. Evidently this “steel” is like land in that it can be used for various 
kinds of production, in various proportions with labor, and in newly invented 
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superior techniques, without losing its physical identity. On the other hand it 
is more like steel in the literal sense in that it enters into the production of 
itself. We are not told what its unit—a ton—is intended to represent. It is not 
a unit of productive capacity, nor of employment offered, nor of cost. One 
cannot help suspecting that the author would rather like us to have in mind 
the associations of “a ton of steel” in its everyday sense while salving his con- 
science by having written down assumptions that show that he is talking about 
something quite different. He foxes us still more by always referring to the 
stock of steel in existence as “machines.”* For present purposes let us write it 
leets, so as to be continuously reminded that we do not know what it means. 

There are two production functions, at each moment of time, in terms of 
labor and leets as inputs, one with shirts and the other with leets as outputs.* 
These are not merely ex ante microproduction functions governing the choice 
of technique for new investment. They relate the use of physical stocks of 
factors of production, already in existence, to current rates of output in physi- 
cal terms. (In the terminology used above, a higher over-all leets/labor ratio 
would correspond to a higher degree of mechanization having been chosen for 
the whole stock of means of production in existence. ) 

No working capital is required, and it appears from the description quoted 
above that the division of leets and labor between the two industries, and the 
proportions of leets to labor in each, can be instantaneously adjusted, without 
cost, to any change. 

Because of its versatility, leets cannot suffer from obsolescence and, though 
it suffers from physical decay it does so by evaporation at a rate that is inde- 
pendent of its age. The owners of leets employ workers, paying wages and 
receiving quasirents. The money price of shirts is constant, and the money 
wage is such that all labor is employed. 

By considering these assumptions (rather than from the author’s explana- 
tions) it can be seen that, given the technical conditions exhibited in the pro- 
duction functions, the quantity of leets in existence and the propensity to save 
of workers and leets owners determine the whole system. 

Equilibrium requires that the ratio of leets to labor in the shirt industry is 
such that the marginal product of additional labor employed with a given 
quantity of leets is equal to the wage (product and wage both being a quan- 
tity of shirts) for, without working capital, the marginal cost of a man- 
year of labor is simply the wage per man year. In the leets industry, the ratio 
of the additional product of an additional quantity of leets employed with a 
given amount of labor, to that quantity of leets, is equal to the current rate 
of profit on capital. Equilibrium also requires that the ratio of the output of 
shirts to the shirt value of total output corresponds to the ratio of consump- 

* Chapter 6 purports to introduce a variety of types of equipment specific to particular 


outputs and particular techniques, but no attempt is made to explain what a quantity of 
“machines” or their marginal product is then intended to mean. 


*For most of the main text the two production functions are identical. 
*This assumption is removed and a special chapter devoted to depreciation, but it does 
not seem to be very well integrated with the rest of the analysis. The numerical examples do 


not hang together for, though the argument is based on the Kahn-Champernowne formula 
for value of capital, it has not been used in working them out 
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tion to income. Thus the shape of the two production functions, the thriftiness 
conditions, and the stock of leets in existence determine the equilibrium values 
of the shirt wage, the shirt price of leets and the rate of output of each com- 
modity at any point. The rate of output of leets governs the growth of the 
economy from that point on. 

In the terminology used above, an iso-elastic rise in the shirt production 
function (with no change in the leets sector) corresponds to neutral technical 
progress. It raises output per head while leaving unchanged the labor and leets 
required to equip a man for a technique of a given degree of mechanization. 
A rise in the leets production function, with the shirt production function un- 
changed, is capital-saving or capital-using, according as the elasticity of sub- 
stitution between leets and labor in the shirt sector is less or greater than unity. 

The thriftiness conditions, and the form of the production functions and 
their rate of rise, define a ceiling and a pursuit path. The amount of leets in 
existence defines the point on the pursuit path that the economy is at and the 
pace at which it is moving along it. 

Instead of setting out a number of such paths, as we have done above, and 
following each one through, Meade proceeds by taking, so to speak, a spot 
check here and there, showing what the relations must be between the rate of 
growth of the stock of leets and the changes in the shirt price of leets and 
the shirt wage that are going on, on paths characterized by different shapes 
of the production functions or different thriftiness conditions. (He also brings 
a changing labor force and land as a factor of production into the analysis.) 
This does not make for clarity, We are always in the course of moving with- 
out being told where we start from. In particular, the determination of the 
division of the labor force and of the stock of leets between the two sectors, at 
the point where a spot check is being taken, though entailed by the marginal 
productivity conditions, is not set out in a perspicuous manner. Also, there is 
a current rate of profit on capital somewhere boiled into the mixture but not 
strained out of it. Some of the obiter dicta, such as that technical progress in 
the leets sector has a tendency to raise the rate of profit on capital, are dis- 
tinctly queer; but most of the time the rate of profit on capital drops out of 
sight altogether and the argument is conducted in terms of the shirt-value of 
profit per ton of leets. 

The author does not seem to find any particular significance in the relations 
that he discovers, except for one case which he regards as specially important, 
and for which he sets out the characteristics of the path in a coherent man- 
ner. It is the case in which technical progress is combined with a constant 
division of the labor force between the two sectors. 

He specifies it as follows. The production functions, both rising through 
time, each show a unit elasticity of substitution between leets and labor. The 
share of wages in the value of output in each sector separately therefore re- 
mains constant as the leets/labor ratio alters. There is a constant proportion 
of saving out of wages and out of profits. These two conditions combined 
ensure that there is a constant proportion of output of shirts to the shirt value 
of the output of leets. The proportionate division of labor and leets between 
the two sectors remains constant as the stock of leets grows. The shirt wage 
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rate and the shirt value of profit per ton of leets rise in the same proportion 
as total output. 

The reason why this case has particularly taken Meade’s fancy is evidently 
because it shows a steady rate of growth together with a movement along the 
production functions (as the over-all leets/labor ratio rises) which gives a 
prominent role for the marginal physical products to play. The composition 
of output remains constant as the total increases, so that physical product has 
an unambiguous meaning, and it is possible to say that the marginal physical 
product of labor is rising in proportion to output, when the marginal product 
means the addition to total output that would be produced by an additional 
unit of labor with the same total quantity of—yes, but of what? 

He seems to be an ill advocate of the cause that he has at heart. If there is 
no sense to be made of the idea of a production function unless “capital” can 
be presented as a homogeneous physical substance, with some of the properties 
of land and some of the properties of ectoplasm, then indeed there is no sense 
to be made of it. But this is certainly not the case. Postulate full employment 
in continuous competitive equilibrium and the assumptions we choose to make 
about technical and thriftiness conditions will see us through, right on till 
Kingdom Come, without any need to resort to ectoplasm. What they cannot 
do is to tell us anything about the history of the world we live in. 

There is another feature of Meade’s special assumptions which is interesting 
for the light that it throws upon the nature of equilibrium analysis. He claims 
that he does not need to start his model off at any moment already on its ap- 
propriate pursuit curve. It can start anywhere, with any arbitrarily given 
stock of leets, and will find its way onto the path. There is one exception. 
When leets per man is much greater in the leets sector than in the shirt sector, 
and neither of the production functions is very elastic, a fall in the output of 
leets, requiring a transfer of factors to the shirt sector, makes leets redundant 
and its price falls to zero. Presumably if this had been foreseen it would not 
have been allowed to happen. In this case, therefore, if the story begins in a 
position where the rate of investment is higher than is appropriate to the 
equilibrium path, the economy cannot get onto the path without falling out of 
equilibrium. To guard against this case Meade assumes that the production 
functions are sufficiently elastic to be able to accommodate any over-all leets/ 
labor ratio to any division of factors between the sectors that equilibrium 
may require. Subject to this proviso, he can show that whatever amount of 
leets there may happen to be in existence, it will be sorted out so as to satisfy 
the conditions of equilibrium and set the model moving along the path ap- 
propriate to its assumptions. 

The reason why he can do so is that he has eliminated all effects of past 
history upon what happens “today.” The age composition of the stock of leets 
does not affect its future productivity or its value; no fossils from past out-of- 
equilibrium investment can affect the future course of investment.® The versa- 
tility of leets means that investors have no need to worry about its future 
usefulness—if the rate of investment falls off in the future they will switch 
leets from the leets sector to the shirt sector. It is true that such movements 


*In Chapter 6 some of these problems are referred to but not resolved. 
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will be accompanied by changes in the shirt value of the stock of leets, but it 
appears from the way that the thriftiness conditions are laid down that in- 
vestors take no account of capital gains or losses. No one, it seems, either has 
or needs any foresight. All that is required is to shift factors about from day 
to day (which can be done without cost) so that the marginal product of labor 
in shirts per man is equated to the shirt cost of employing a man (since there 
is no working capital, this is equal to the shirt wage) and the value of the 
marginal net product of leets is equal in the two sectors. 

It seems rather strange to describe this system, in which the concept of 
capital is totally divorced from time, as neoclassical. The neoclassics, Bohm- 
Bawerk, Marshall and Wicksell, were all intensely preoccupied by the role of 
time in the process of accumulation and sought in it to find a clue to the 
meaning and measurement of capital as a factor of production. 

However that may be, Meade’s peculiar assumptions, by the trouble which 
they take to emasculate history, show very clearly what is the nature of the 
assumption of equilibrium and the manner in which it insulates the analysis 
from contact with reality. 
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COMMUNICATIONS 


Research, Invention, Development and Innovation 


In what follows, an attempt is made to integrate the theory of innovation 
more closely into economic theory by treating it as a problem in the theory 
of the firm. While microeconomics is not on a completely solid footing, it is 
relatively so, and some problems in current discussions of innovation can 
readily be made somewhat more precise when they are formulated in the way 
outlined here. 

Although science and business are distinct, the operations of businesses 
produce data of scientific interest, and businessmen are willing to pay scientists 
to answer certain kinds of questions. On the other hand, scientists working 
on their own initiative discover things which business can profitably use. Thus, 
both for the economy and for science, there exist autonomous changes (a 
change in one not caused by a change in the other) and induced changes (a 
change in one caused by an autonomous change in the other). It requires 
care in formulation to avoid imprecision in thinking. 

Research, as used in this paper, will refer only to a flow of new statements 
about the natural world. /nvention, as used in this paper, consists of a flow 
of prototypes of articles which have never been made before, or processes 
which have never been used before. Development, as used in this paper, means 
a flow of instructions (blueprints, diagrams, etc.) which enable the construc- 
tion and equipment industries to build fixed plant of kinds never used before; 
and also enable the personnel of these plants to operate them when finished. 
It may also make it possible to use existing fixed plant to make articles un- 
like those they had hitherto made." 

These terms so far are void of economic content, since the new articles and 
processes do not enter the economy until they have a price, and until at least 
one transaction involving them takes place. At the moment the new price ap- 
pears and the new kind of transaction is carried out, an innovation has taken 
place. This last term is the relevant one for economists, and it is useful to look 
briefly at its position in economic theory generally, for this paper aims in part 
at increasing its theoretical usefulness.2? We begin with an overly condensed 
statement of Schumpeter’s analysis. 

In an economy in equilibrium without growth, savings or investment, with 
fixed quantities of productive resources and the state of the arts given and un- 


*The word never must be interpreted in a somewhat limited sense. Some reseach and in- 
vention are forgotten and must be performed again. “Negative feedback,” for instance, 
was rediscovered a century after it appeared as a curiosity in physics books and forrned the 
basis of much “new” advance in electronics after 1920. The root rawulfia serpentina was 
used noncommercially by Indian peasants for centuries before the pharmaceutical industry 
discovered tranquilizers. 


* The terminology used here is relatively simple. No distinction is made between “more 
basic” and “less basic” research, for instance. The reader who can cope with more than 
three economic variables at a time is invited to expand the list by referring to the papers 
at the Conference cited in the concluding footnote, and particularly to Jacob Schmookler’s 
discussion of Simon Kuznets’ paper. 
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changed, adjustment takes only the form of demand shifts among industries, 
and of corresponding shifting of capital and labor in response. In such an 
economy, there is no growth and no business cycle, because saving or invest- 
ment in one industry is exactly offset by dissaving or disinvestment elsewhere 
without loss of capital. Innovation occurs because entrepreneurs have a new 
commodity to sell consumers or a new type of productive input.® In one sense, 
innovation changes the general equilibrium model from one with nm different 
prices and quantities of goods sold to another having n + 1 prices and 
quantities.* 

The innovator must obtain funds by borrowing newly created money (there 
being at the instant of innovation no savings in the economy). This creation 
of money in turn sets into motion price changes (since the innovator bids re- 
sources away from consumers), savings (since the additional money ends up 
in the hands of people willing to hold it), profits (both on the innovation and 
on other goods) and investment (on the innovation itself, and perhaps in 
other industries). 

The foregoing statement, like Schumpeter’s, assumes that innovation oc- 
curs at a single instant. At time ¢, there is an m-commodity economy, at time 
t + di an (mn + 1)-commodity economy. The change occurs at the moment 
when (1) the entrepreneur obtains purchasing power (money) (2) to bid pro- 
ductive resources needed away from the managers of other firms (3) and puts 
on the market new-type goods.°® 

Those who discuss innovation are apt to talk about it as if it involved only 
that one aspect of immediate interest to the writer of a paper. As a result 
“innovation” has come to mean all things to all men, and the careful student 
should perhaps avoid it wherever possible, using instead some other term. 

We shall try to set forth concisely the economic relations among research, 
invention, development and innovation, and particularly to point out which 
elements are conceivably observable (or even measurable); which are capa- 
ble of analysis in somewhat conventional economic terms; and which are 
probably doomed to remain “intangibles.” In addition, we are concerned with 
deciding how the various quantities we might observe relate to Schumpeter’s 
concept. 

I. Information-Producing Firms 


An innovation is a set of actions of an entrepreneur upon the economy, but 
would-be entrepreneurs need information as to how best to proceed. Informa- 
tion is scarce and useful, and it therefore has a price.* Suppliers of informa- 


* Schumpeter also lists as types of innovation the following: change in marketing methods, 
in law, and in methods of business organizations. We are not concerned with these in this 
paper, 

“In this sense, as Schumpeter pointed out, Theory of Economic Development (Cam- 
bridge, 1934), p. 64 note, innovation is essentially a discontinuous process, in contrast to 
general equilibrium, in which changes can be broken down into arbitrarily small steps. “Add 
as many mail coaches as you will, you will not get a railroad thereby.” 

* Alternatively, old-type goods produced with a new-type input. 

*Some information, of course, is “free,” its production being subsidized by government 
or endowed nonprofit organizations. But these have only limited output. A firm wishing 
more must pay for it. 
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tion exist either as independent businesses in the market place, or as sub- 
sidiaries of businesses one of whose “products” is information. We shall treat 
these suppliers as firms having a production function, which (like the conven- 
tional production function) is concerned with the transformation of inputs 
into output. Note that “firm” in what follows signifies any information-pro- 
ducing unit, no matter whether its counterpart in the real world is a research 
department or a laboratory, consulting engineer, or any other kind of affili- 
ated, employed or independent person or group of persons engaged in the 
production of (chiefly technological) information. 

“Information” is not homogeneous. In one breakdown, it is convenient to 
think of “the information industry” as an ordered sequence of markets, in 
which there is movement from “raw” to “semifabricated” to “manufactured” 
information, comparable to the sequence from ore to metals to metal goods. 
On the other hand, we shal! point to a second flow of information running 
in the opposite direction to this main flow. This, for the moment, we shall 
term “feedback.” Table 1 schematizes these flows, and part II of this paper 
will consider them as a sequence of markets. Here we consider a firm located 
at an arbitrary point in this sequence. 

A. For all firms in this industry information is both an input and an out- 
put. It also appears in the form of results which are generally accessible, of 
an inventory of the firm’s experience, and of special data which are provided 
as part of contracts, for processing, as it were. The firm is employed to solve 
a problem given some data, and the solution is an output. A solution, too, is 
information, but it is more highly fabricated information than the original 
input. The ultimate purchaser of information is the entrepreneur, and “degree 
of fabrication” is closely related to “closeness to innovation.” 

B. By-products are generated at the same time as solutions. These by- 
products are also information, but they differ from solutions in that they are 
no more highly fabricated than original inputs of information. They will be 
called “feedback,” since they may be usable as inputs for firms which produce 
less fabricated information. 

For example: A firm engaged in designing airplanes may find that a wing 
it has designed actually works better than it “should” on the basis of existing 
information on air flows. In this case, the wing design is the output of the 
firm, and is salable to an airplane manufacturer.’ On the other hand, the 
performance characteristics of the wing are feedback and may enter the pro- 
duction function for other wing designs, or even the production function for 
new mathematical theorems. The distinction between (intended) output and 
by-product usable as feedback is made because we are interested in the flow 
of information into the production processes of firms producing material goods 
and services (rather than information). 

C. All production functions use labor, capital, materials, etc. The mixture 
of kinds of labor used will vary at different stages of processing information. 


"In practice, the designing firm may be wholly owned by the manufacturer. We disregard 
this complication on the grounds that if an independent firm had a superior design, it would 
have a salable product. 
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TABLE 1—Txe DEGREES OF FABRICATION IN THE PRODUCTION OF INFORMATION, 
AND OF THE FEEDBACK OF INFORMATION 


Illustrative Inputs Illustrative Outputs 


Stage Feedbacks 


Other Inputs Feedback Output Other Output 
Inputs From 


Basic Orders from Scientists New Scientific Hypotheses and 
Research | Entrepreneurs} Laboratories Problems Theories 

Basic Research} Nonscientific Labor} Laboratory Results} Research Papers— 

Inventive Work} Materials, Power, “Formulas” 

Development Fuel 
Work 

“Bugs’”® 


Inventive Orders from Output of Basic New Scientific Patents 
Work Entrepreneurs Research Problems Nonpatentable 
Inventive Work} Scientists Laboratory Results Inventions 
Development | Engineers Unexplainable (memoranda, work- 
work Laboratories Successes and ing models, 
“Bugs” Nonscientific Labor} Failures sketches) 
Materials, Power, 
Fuel 


Development|: Orders from Inventive Output | New Scientific Blueprints 
Work Entrepreneurs} Engineers Problems Specifications 
Development | Draftsmen Need for Inventions} Samples 
“Bugs” Other Labor Unexplainable suc- | Pilot Plants 
cesses and Failures 


New-Type | Orders From | Development “Bugs” New-Type Factory 
Plant Entrepreneurs} Output 
Construc-| “Bugs” Resources of an 
tion Ordinary Con- 

struction Firm 


* Bugs, or persistent, irritating obstacles to the completion of units of information con- 
tracted for, may have unexpected but important consequences. The observation that pitch- 
blende spoiled photographic plates led one scientist to keep the two apart (a “bug’’) and 
another to discover radioactivity. The point is important enough to mention here, but too 
diffuse to treat in detail. 


Thus a firm which produces information about the properties of gases may 
employ many physicists, but also a few engineers to design laboratory equip- 
ment. The firm which produces designs for airplane wings will employ 
many engineers, but also a few physicists to interpret the results of basic re- 
search, All firms may employ stenographers, janitors, public relations men, 
personnel managers, etc. 

Since the firms we are talking about all have problems as inputs, and in- 
formation as output, and since problem-solving is ultimately the use of reason 
and intuition, it is likely that labor of any formal designation (e.g., physicist, 
engineer) can be used in more than one stage of information production. 
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Where substitution is possible, vertical integration will be more common.* 

“Capital” means here buildings and equipment. These, of course, are de- 
signed in conformity with the output of the firm. Thus the equipment of a 
firm producing research findings is called laboratory equipment and is dif- 
ferent from that of a firm producing material goods, which is called factory 
equipment. Particular capital goods may, but probably will not, be used at 
more than one stage of information production. 

D. The production function of an information-producing firm is an esti- 
mate, by the management, of how many problems can be solved per unit of 
time with various combinations of inputs. To the extent that problems are not 
homogeneous, a complication is introduced which is discussed in part III be- 
low. In the usual way, given a production function, management can obtain a 
cost function which will enable it to bid on research or development jobs. 
Production and cost functions, of course, must take into account elements of 
risk. The solution to a problem may turn out to be more difficult than antici- 
pated. This aspect of estimating costs has a counterpart in the construction 
industry, which is notoriously subject to unanticipated obstacles. An informa- 
tion-producing firm, then, will have as a part of its long-run costs an allowance 
for the cost of borrowing funds to tide it over a succession of problems which 
may turn out to be more difficult than anticipated. 


Il. Degrees of Fabrication 


The markets for information are in fact complicated by varying degrees 


of vertical integration. While some firms have a production function encom- 
passing only one stage of those we shall discuss, others encompass two or more 
stages. Some terminological problems in the literature reflect merely the diffi- 
culty inherent in discussing any set of markets in which each firm may partici- 
pate in a special subset, so that no two firms compete in the same subset of 
markets even if every pair of firms competes in at least one market. This 
problem is not easy, but it occurs in many economic problems besides this one. 

An innovation (here a technological change) ordinarily requires investment 
in plant and equipment. If existing plant and equipment may be used to pro- 
duce a new commodity, only conversion costs are needed. The innovation in 
any case will require development—a set of technical instructions to produc- 
tion personnel and to construction personnel. 

In this simplest case, a would-be entrepreneur goes to a firm which does de- 
velopment work (say a firm of consulting engineers) and orders a set of speci- 


*The term “commodity” may be applied to the goods produced by one single-product 
firm when these goods have infinite elasticity of substitution. Two single-product firms are 
in the same industry if the elasticity of substitution for their products is very large. A 
group of such firms form an industry if the elasticity of substitution between each pair of 
products js very large, while the elasticity of substitution between the product of any firm 
in the group and that of any firm not in the group is substantially less. Reasoning along 
similar lines, we could say that physicists have relatively high marginal productivity solving 
some set of problems; but there is a significant gap between their marginal productivity on 
this set and their marginal productivity on other problems. Of course, if a group of people 
can be found with high marginal productivity on some (but not all) problems of two pro- 
fessions, then a firm could use these people on problems which overlapped the two. 
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fications which will enable him to order the production of the new good, or 
the new process. The order is an input of the development firm. This firm may 
have a stock of experience from earlier work (one form of feedback) which 
will enable it to fill the order. 

If the order involves something which has never been done before, an in- 
vention may be necessary. The invention may be patentable; it may be a 
technical paper (which may in turn be publishable). In the schema we have 
outlined, in which there is no vertical integration, the development firm goes 
to an inventing firm, and orders a paper (sketch, model) of something which 
could do the job that must be done. 

The inventor shows that there is a way of doing something. The developer, 
in contrast, issues instructions to builders or manufacturers in such a way the 
latter can actually make the object needed in quantities large enough to meet 
the orders of a market. 

Inventing thus is (in logic) needed only if nothing of this sort has ever been 
invented.® or if patents restrict the use of known methods. The information 
that an invention is needed takes the form of statements: “We cannot do X 
by methods Y,, Ye, ... Y, because of defects D, . .. D» in these methods.” 
This sort of statement is a feedback of development work into the inputs of 
inventing firms. 

Invention involves the application of resources to finding new ways of 
doing things. Development involves issuing instructions as to how a given 
way of doing things may be applied to an entrepreneur’s business. But the 
entrepreneur may wish to do something which requires an “impossible inven- 
tion.” Some such inventions cannot be made because inventors have not been 
lucky enough to hit upon the right approach. Some may be impossible be- 
cause, say, they would require the use of perpetual-motion machines. But 
there are intermediate categories of uninvented things and in these research 
plays a part. The inventor, in our schema, asks whether there exists a way by 
which X can be invented. Basic research provides information as to whether 
ways exist to invent things. The information that inventors have been unable 
to invent X by any of several ways is a feedback output of inventors and an 
input of basic research. The output of research consists of statements which 
tell inventors of possible ways of inventing, and thus are one of inventors’ 
inputs. The patents, papers, models and sketches which are inventive output 
are an input of development work. The blueprints and specifications which 
represent development output are inputs of the builders. The entrepreneur, 
who sets the process in motion, may only have contact with the builder. The 
production of information may be involved in an innovation, but conceptually 
it is simplest to regard the various stages as distinct, with each information- 
producer or user purchasing less fabricated information only to the extent 
that he needs it in his own production process. 

Feedback, we say, is a movement of information in the direction opposite 


*We are disregarding salesmanship and “inventories.” A firm whose business it is to 
invent may seek out would-be entrepreneurs and sell them their inventions (including patent 
rights). Likewise, it may have a stock of patents which it will sell or license to anyone will- 
ing to pay enough. 
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to this fabrication process. Builders of new-type plant may encounter bugs 
which must be resolved by development firms, or even by inventors or re- 
searchers. Developing may bring a need for a new invention, and even for 
research to make possible an invention. At each stage, the design or labora- 
tory work may provide empirical data which help either to create or to re- 
solve problems for the maker of less fabricated forms of information. Such 
feedback may in fact be published in trade and professional journals, and if 
it is, it is available to the entire industry. 

Any information-producing firm will have an inventory of problems, of feed- 
back, and of results. Some of this information may be perishable (e.g., if a 
competitor gets in first with a patent), and even if it is not, it is not marketa- 
ble unless processed. On the other hand, groups of problems may involve joint 
costs, so that it is cheaper to solve them jointly. In this sense, the establish- 
ment of priorities in information production involves the problem of plan- 
ning production runs and inventory, which is dealt with elsewhere in economic 
literature. 

There is a widely held belief that an inventory of problems at any one 
stage can be processed more cheaply using some output from a less fabri- 
cated stage. Thus one basic-research result can make possible a group of in- 
ventions; one invention can make possible a group of development projects. 
If so, it might be convenient to think of would-be entrepreneurs generating 
orders for new plants; only a certain proportion p, of these would require 
new inventions; and if a part p, of all inventions requires research, then an 
input-output coefficient would require p,p, units of research per unit of new 
plant. These numbers, p, and p, may not be constants, but depend upon the 
particular type of innovation. Their reciprocals, however, do not measure the 
amount of more fabricated information resulting from a unit of less fabricated 
information, since there is a tendency for “more basic’ (less fabricated) in- 
formation to be relevant to more potential innovations than that which origi- 
nally financed its production. In this sense, one innovation can induce another 
through its effect on research output. We might imagine measuring the im- 
portance of basic research or inventions in terms of the number of innovations 
resulting from it. Groups of information are complementary, in that their 
members depend upon the volume of input of less fabricated research.’® 

Internal and external economies of scale thus have different roles at differ- 
ent stages of information production. Development can apparently be carried 
out efficiently by large, relatively anonymous engineering departments of 
firms, while research can be efficiently carried out mainly by relatively small 
firms (when these share overhead costs, there may be economies here too, as 
the existence of universities shows). Thus there may be internal economies 
of scale in some phases of information production. 

Likewise, there may be external economies. Much of what is here called 
feedback provides a free input for other firms. When research results are pub- 


” Such orderings are difficult when innovations depend on several inventions (or research 
results). Each invention is necessary, but none is sufficient. Thus an invention with one 
and only one application may make possible an innovation requiring in addition many other 
inventions. 
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lished or patents made available for license, results already known to one firm 
become available to others. Likewise, an increase in the amount of invention 
may provide an increased amount of imperfectly understood data which re- 
enter the process as problems for research, or even (for practical purposes) as 
laboratory data. 

If there were purely competitive conditions among research, invention, and 
development firms, the price of an invention to a development firm would 
equal the marginal cost of the invention to the inventing firm; the price of a 
new scientific principle to an inventing firm would equal the marginal cost of 
discovering it, and so on. The cost of the marginal developed plans bought by 
entrepreneurs from a development firm would then equal the return entre- 
preneurs expected from their utilization as innovations. In the monopoly case, 
we substitute “marginal revenue” for price, in the usual fashion, 


ILI, Afeasurable Parts of Innovation and Information Production 


If a concept must stand for a directly observable phenomenon, the concept 
of innovation is probably not an operational one. In order to observe innova- 
tion, it would be necessary to isolate those funds available to finance innova- 
tion from total investible funds, and this, while in theory possible, is not 
practical. It might be possible to determine the moments at which new types 
of goods (or new processes) appear in the market. However, census techniques 
do not isolate industrial subclasses below a certain minimal size. While this 
size could be reduced, it is unlikely that it can be cut so finely as to separate 
the innovator from the imitators who follow him. 

It is tempting, then, to try to associate innovation (at least in the sense of 
technological change) with the production of information. If there were a 
stable relationship between this production and innovation, or if there were a 
relationship varying within something like sampling limits, then a measure of 
information production would approximate a measure of innovation itself. 

It has been felt generally that there is no direct way of measuring the 
amount of research, invention or development, since these quantities are in- 
tangible. Statistics on the number of research papers and patent applications 
are a case in point. Some papers and some applications are obviously more 
important than others, however, we may define importance. Suppose that it 
could be shown that the relative numbers of research papers (patents) on 
particular areas vary in the same way over successive intervals in time as 
would successive random samples from some given population. We would 
then be able to say that in fact successive groups of research papers (patents) 
varied in importance with their numbers, since there was a constant proba- 
bility that a paper (patent) selected at random would be of a given im- 
portance. This statement could be true even if no measure of the importance 
of a single paper existed."* Provided that it can be established either that the 
content of research in one period is statistically independent of, or demonstra- 
bly correlated to, research in successive periods, and provided it can be estab- 

“TIT have made some study of the statistical questions involved in an unfinished study of 


which this is a part. I am prepared to say at this time that this proposition does not seem 
absurd with regard to electronics research. 
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lished that within any period research takes place as a statistical process, then 
it should be possible to derive quantitative measures of research. This statis- 
tical process asserts the existence of a certain kind of complementarity among 
various kinds of research output within an interval of time and also between 
intervals, 

If development consisted solely of blueprints, the input of blueprint paper 
might be an index of such output—although here, variations in the value of m 
in the a-tuplication of copies might overshadow variations in the number of 
originals. If there were in fact a fixed proportion in the process (e.g., if final 
drafts were prepared by draftsmen of constant output per hour), some other 
input might possibly be used as a measure of output. We shall explain why 
we are doubtful of this latter approach. 

Changes in the numbers and specifications of types of equipment and 
components available in industrial catalogs can provide numbers of changes in 
these over time. Such data would not distinguish between “important” and 
“unimportant” changes in the numbers of equipment and component types, 
but here too a more detailed statistical study might place bounds on the im- 
portance of such inaccuracies in discussions of aggregates. If so, the difficulty 
about “importance” is misleading. The importance of a piece of research, of a 
patent or of a design varies with the date of the observation.’® It is unlikely 
that the estimate of importance can be dissociated from the date at which it 
was made, Like a price weight, but more so, it may be subject to fluctuations 
over time which would introduce a technical bias into any index. 

In the absence of any generally accepted indexes of output, studies fre- 
quently make use of value figures, since the sales (and for nonprofit institu- 
tions, the costs) of research, invention, and development are relatively accessi- 
ble. These are subject to the ordinary difficulties resulting from changes in the 
general price level. In addition, however, there is no reason to suppose that 
the price of research output has varied in strict proportion to other prices. 
Since there appear to be important elements of monopoly in some sectors of 
information production, it might be conjectured that in these sectors at least 
(as in other monopolistic sectors of the economy) prices will be less flexible 
than in competitive sectors, so that deflation of sales by the general price in- 
dex would be inappropriate.. Moreover, important sectors of information- 
production are wholly-owned subsidiaries of other firms and report costs but 
not revenues. If these subsidiaries are like the familiar monopolies (albeit 
bilateral) of textbooks, they will be producing under conditions of declining 
average cost. Changes in total expenditures on information production will 
thus depend upon the elasticities of cost curves as well as upon the general 
price level, and the price policies of the firms. 

In some cases, estimates of output of information are based on a labor 
theory of value, and use man-years us measure of output. Some businesses use 
this as a measure for internal purposes. Elementary economics will show that 
with given techniques of production and hence declining marginal productivity 

“Thus the invention of processes for making high-octane aviation gasoline seems much 


less important now than a few years ago, since jet planes can use kerosene, and rockets use 
neither. 
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of labor, such an approach would overestimate increases (underestimate de- 
creases) in output. However, production techniques do change. Increased use 
of technicians relative to professional personnel and use of equipment such as 
digital computers have certainly altered information production functions. An 
increase in one input will necessarily increase the average productivity of other 
inputs,” but may either increase or decrease their marginal productivities. In 
actual calculations, then, the assumption that output of information is 
proportional to physical-labor inputs would certainly not be approved in any 
other situation, and it is hard to approve it here. The direct output data al- 
ready mentioned may be subject only to statistical variation, while labor in- 
put data, by their very nature, are subject to systematic error, even the di- 
rection of which is not ascertainable in the absence of directly measured 
output. 
IV. Rents and Profits 


Innovation is undertaken in a capitalist economy in order to make profits. 
Production of information may also be a profitable industry. It is useful to dis- 
tinguish between the two. It is quite possible for a firm of consultants to make 
a normal profit selling information to entrepreneurs making much higher 
profits. There is then a natural division of labor, one specializing in informa- 
tion, the other in raising funds and building plants. Some information- 
producers may have “natural advantages” and make above-normal profits, 
just as some entrepreneurs may fail. 

It does appear, however, that research tends to take place in nonprofit- 
making institutions, that invention and development tend to take place in 
subsidiaries (or branches) of firms which produce goods and other services, 
and that construction (and equipment) of new-type plants is not to be dis- 
tinguished from other construction (and equipment) industry. If the fre- 
quency with which a particular type of information is needed by entrepre- 
neurs declines the more basic the type of information, the persistent availa- 
bility of funds for research only occasionally needed by any one industry sug- 
gests a high cost of entry or exit, which in effect makes some joint subsidy of 
basic research by otherwise competing firms desirable. 

Inventive and development work has tended to be concentrated in vertically 
integrated relationships. This circumstance is curious, as there is no reason 
a priori why firms should not invent or develop on order. A part of the expla- 
nation, in the absence of a patent system (or in the case of nonpatentable 
inventions) might lie in incentives for secrecy. Businesses, however, do hire 
outside lawyers and accountants to handle problems where secrecy is essential. 
Given patent protection, and the possibility of protective contracts, the exist- 
ing situation is even stranger. 

A possible explanation may run in terms of feedback and economies of scale. 
If feedback is useful to information producers, they should be willing to pay 


"If professional personnel produced only ideas, and these appeared at a constant rate per 
person over time, regardless of what else the person did, this might not be true. Research 
administrators seem to feel, however, that the flow of ideas is increased if professional labor 


is freed from drudgery, a view to which the research grants from which I have benefited are 
witness. 
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for it. Lf, however, feedback from firm A is not useful in providing informa- 
tion to firm B, then there may be no economies of scale in expanding the firm 
to a size where it can handle the orders of both A and B. 

If the production of information were purely competitive, profits arising 
from information production would be due solely to the work of firms having 
production costs less than those of the marginal firm. If, however, this produc- 
tion were monopolistic, then producers of information might insist on a share 
of the entrepreneur's profit. The possibility of sale or assigning of patent 
rights formalizes one arrangement of this sort. But the treatment of unpatenta 
ble inventions and development work is fundamentally of the same sort. If 
then most entrepreneurs are in existing business firms, while inventive and de- 
velopment work is monopolistic in nature (difficulty of entry being an easy 
explanation) it is not surprising that vertical integration should occur as a 
form of profit sharing. 


V. Innovation Revisited 


In Schumpeter’s analysis, innovation is associated with entrepreneurs, who 
in his sociological and philosophical scheme are the agents of progress, the 
bold few who break the stagnant circular flow in which natural forces and the 
lethargy of the rest of society hold the economy. While his vision is little 
understood, it is generally felt to be important, and it is worth considering how 
the foregoing discussion affects it. 

We have noted that innovation has several facets: (1) the acquisition of 


purchasing power by entrepreneurs through credit expansion; (2) the hiring 
of services away from existing firms; (3) the production of new-type goods, 
including new-type equipment; and consequently (4) the shift from an nm 
to an (# + 1)-commodity economy. 

If entrepreneurs were in fact a group distinct from ordinary managers of 
firms, innovation would be as Schumpeter envisaged it. But while his hy- 
pothesis is sufficient for his purpose it does not appear necessary. Suppose, in 
fact, that managers would all like (even in a circular flow economy) to be 
come entrepreneurs. They could then invest their depreciation funds in infor- 
mation, rather than simply in replacing equipment with identical new equip- 
ment. If information purchased provides the basis for innovation with suffi- 
cient expectations for gain, such investment would provide (within limits of 
statistical sampling variation) a steady flow of innovations even if there were 
no credit expansion; managers who became entrepreneurs might not even bid 
resources away from other firms, The economy would experience changes in 
the number of goods it produced. These changes would be discontinuous, since 
the number of goods produced is necessarily an integer, and they would in- 
volve inflationary financing if investment in the innovation exceeded disinvest- 
ment in existing commodities. 

To maintain such a view, it is necessary to assert that there are “little” 
innovations as well as “big’’ ones; that a manager has the option of becoming 
an entrepreneur; that the probability of his becoming one depends upon his 
willingness to purchase information. Thus a continuous flow of information 
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(in the form of basic research, inventions and development) can produce a 
series of discontinuous changes in the economy (measured in terms of the 
number of commodities existing in the general equilibrium system). This view, 
like most reinterpretations, is a lackluster version of the original and substi- 
tutes a horde of pygmy entrepreneurs for Schumpeter’s handful of giants. This 
is perhaps necessary if the ordinary economist is to cope with the vision of a 
great one, 
Epwarp AmeEs* 


* The author is professor of economics at Purdue University. This paper owes a great 
deal to Fritz Machlup. It is a by-product of a year I spent with his workshop on the eco 
nomics of innovation at The Johns Hopkins University. The table, in particular, is based 
on a table in Chapter V of his forthcoming book, The Production and Distribution of 
Knowledge in the United States (Fordham University Press, 1961). It originally served as 
the basis for a workshop discussion of the papers given at the May 1960 Conference on the 
Econe .ic and Social Factors Determining the Rate and Direction of Inventive Activity 
hel. at the University of Minnesota, (The Proceedings of the conference are, I understand, 
to be published by the Universities’ Committee of the National Bureau of Economic Re 
search.) 


Foreign Exchange Guarantees and the Dollar 


Many economists have taken the persistent deficit in the United States 
balance of payments since 1949 as an opportunity for diagnosis and pre- 
scription. In addition to a host of “basic” measures designed to correct the 
deficit, several in recent months, stimulated in part by the large gold outflow, 
have stressed the importance of taking special measures to maintain confidence 
in the dollar. It has been argued that if speculation on the dollar price of gold 
can be curbed, then our gold reserves will be more secure. More specifically, 
the argument is that if fears of devaluation can be removed, one important 
demand for foreign currencies will be curbed and we will as a consequence be 
under less pressure to follow restrictive foreign trade policies. 

A favorite recommendation to prevent speculation against the dollar has 
been that foreign dollar holders be given a “gold or exchange guarantee.”” 
These proposals, however, have been noteworthy for their failure to define 
precisely what it is meant to guarantee or to trace out the implications of the 
schemes. The proponents also suggest that a guarantee is a simple device 
with obvious consequences. This note sketches some of the forms a guarantee 
might take, and what some of the consequences might be. 

Speculation against the dollar may take place not only because holders of 
dollar assets fear the United States might change the gold price, but also be- 
cause they anticipate other currencies may be appreciated (at the initiative of 
foreign authorities) vis-A-vis the dollar. For the United States to guarantee 
against a change in the value of the dollar, in terms of foreign currencies, by 


* See, for example, Gottfried Haberler, “The State and Prospects of the U. S. Economy,” 
Lioyds Bank Rev., Jan, 1961, pp. 33-34; Donald MacDougall, “The Dollar Problem: A 
Reappraisal,” Essays in International Finance, Princeton University, Nov, 1960, p. 72; Alvin 
Hansen, New York Times (Letter to the Editor), Dec. 21, 1960; and Rev. Econ. Stat., Aug 
1960, 42, 255-56; Richard Gardner, “Strategy for the Dollar,” Foreign Affairs, Apr. 1960, 
p. 442. 
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agreeing to write up the face value of the guaranteed dollar holdings of those 
countries who have taken the initiative in appreciating their currencies would 
mean that the United States was surrendering to foreign authorities the right 
to determine the face value of their dollar holdings coming under this agree 
ment. Under this form of guarantee it is conceivable that a nation might even 
be tempted to appreciate its currency in order immediately and directly to 
acquire more dollar holdings with which to finance a desired import surplus 
The case against such a guarantee seems overwhelming, and, so far as we 
know, it has not been proposed, But a system of exchange guarantees without 
this coverage may turn out to be of only limited help in curbing speculative 
runs on the dollar. 

Some have implied that the guarantee would take the form of an obliga 
tion by the United States to provide a specified quantity of gold for each 
dollar held by designated foreigners. In effect, this is what we are now doing. 
If foreigners fear that we cannot maintain the current gold conversion policy 
it is difficult to see how the mere provision of a more formal commitment 
would change their expectations. A guarantee is worthless unless it is credi 
ble and to guarantee holders of dollars the right to buy a physical quantity of 
gold might become demonstrably beyond the capacity of the United States. 

However, one gathers that what is most often meant is that foreign (officiai) 
holders of short-term dollar assets would receive from the United States gov 
ernment a guarantee that, in the event of devaluation of the dollar by action 
of the United States, the face value of such dollar assets would be increased 
in proportion to the devaluation.* 

It has apparently been generally assumed that under this policy the United 
States would continue the present policy of standing ready to purchase and sell 
gold in any quantity offered at the present dollar price. But this would carry 
with it some important costs. If the exchange guarantee is credible, then 
dollars are worth more than gold to the foreigners because they are an earning 
asset and because there are no storage or insurance costs, while dollar holdings 
will provide as good protection against devaluation as gold. As a result, there 
might again be a golden avalanche on New York. Our foreign short-term 
liabilities thereby will be increased, If there should then be balance-of-pay 
ments developments such that the supply of dollars exceeds the demand for 
dollars for purchases from the United States and for increases in foreign 
balances, then the exchange rate will be put under pressure. But our gold 
accumulations will now be of little help in supporting the exchange value of 
the dollar vis-A-vis other currencies. So long as we maintain a credible guaran 
tee, dollars, as noted above, are superior to gold and therefore others presuma 
bly will be reluctant to sell us either dollars or their own currencies for gold at 
the fixed U.S. price. Thus, the effect of the guarantee policy would be to in- 
crease our short-term liabilities and to reduce the usefulness of our gold re- 


*A colleague has suggested to us that perhaps the proponents of exchange guarantees 
méan .to advocate no more than short-term agreements between a few central banks to 


support each others’ currencies, with mutual guarantees that no exchange loss would be 
suffered in the process. The specific statements and their contexts suggest to us, however, 
that the proponents have much more in mind. 
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serves in maintaining the dollar rate should we run into balance-of-payments 
troubles." 

It might be, however, that the guarantee would make the dollar such an 
attractive reserve currency that foreigners would be willing to accumulate 
dollars at a rate in excess of the present rate. It could turn out that despite 
the increase in our short-term liabilities to foreigners because of our gold 
purchases and despite the decreased value of our gold stock for purposes of 
defending the dollar exchange rate, defense of the dollar might be easier 
than it is now because of an increased willingness on the part of foreigners to 
invest in dollars. The essential point is that there is no way of knowing 
whether or not this will be the course of events; that is, the degree to which 
foreigners will be willing to go on to a dollar standard is uncertain. 

If the guarantee proposal results in increasing our purchases of gold 
while, at the same time, making our gold stocks of less use, the question 
arises whether, if guarantees are to be introduced, the United States should 
abandon its present policy of buying all gold offered at the current official 
price, In this event, the exchange guarantee would have to be expressed in 
terms of other currencies; as before, the guarantee would be invoked only 
when the exchange ratios are changed at our initiative. Under this system 
foreigners would be more willing than under a gold purchase policy to ex 
change their currencies for dollars in order to replenish their international re- 
serves. In this process, the United States would accumulate the kind of foreign 
exchange most useful in supporting the dollar rate under a guarantee system. 
Implied in this policy, however, is a fall in the price of gold on the open 
market. This note is not the place to discuss the ramifications of that outcome, 
but it is clear that an exchange guarantee is not a simple expedient. More- 
over, we would stress the irony of all this: whatever our gold policy, it turns 
out that a system of exchange guarantees whose major raison d’étre appears 
to be to protect our gold stock ends up by greatly reducing its usefulness for 
international reserve purposes 

Thus far we have accepted the heroic assumption that an exchange guaran- 
tee is credible to foreigners. Considerations of prestige and honor would make 
the United States reluctant to renege, once the guarantees had been given, and 
thus would go some distance toward creating credibility. But whether for- 
eigners believe the guarantees will be honored will also hinge on their view as 
to what they might cost us. If the guarantee is never used, and if our inter- 
national accounts never get into a position where we would otherwise have 
devalued, then there is no cost. And if others anticipate all this will happen, 
then the system is fully credible. But under these conditions and expectations 
there is no need for the guarantee. 

If it is anticipated, however, that we might at some time have to devalue, 

*Of course, for a time at least, central bankers being what they are, foreigners will no 
doubt be willing to sell us dollars or their own currencies for gold offered at the official 
United States price even though a rational calculation shows dollars to be superior to 
gold. Even if our gold should prove virtually worthless in supporting the dollar, an imbal 
ance in our international payments positions could be cured by tolerating a price for the 


dollar in the open market (to which the guarantee presumably would not apply) which Is 
less than the “official” price. But this comes close to revoking the guarantee. 
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the cost will be seen as the increase in claims on our real resources that are 
awarded foreigners as a consequence of the write-up of their dollar assets over 
what they would have been in the absence of a guarantee. This real cost to 
the United States could run into many billions of dollars—especially since it 
would probably be administratively impossible to prevent all sorts of privately 
held dollar assets of both foreigners and Americans from being sold to foreign 
central banks and governments and thus coming under the guarantees even 
though the intention was to restrict it to official holdings.* Such costs might 
raise doubts as to the system’s credibility. 

Moreover, we might pay this price for the advantages of the guarantees but 
not accomplish the planned change in the exchange rate. This would happen 
if, after the United States devalued and the covered dollar claims of foreigners 
were written up, the holders of such balances themselves devalued. Our initial 
action would not have changed the exchange rate-——the purpose of the devalua 
tion—but it would have made a substantial gift to foreigners. This outcome 
would be intolerable. 

This problem might be resolved if agreement could be reached whereby 
those nations whose balances were written up under the guarantee provision 
and who subsequently devalued would reimburse the United States, the magni 
tude of such reimbursement to depend on the extent of their devaluation and 
on the time elapsed between the U.S. devaluation and theirs, That such 
complicated arrangements would be difficult to negotiate is obvious. 

It may be argued that the cost of writing up foreign dollar assets in the 
event of a devaluation of the dollar is more apparent than real inasmuch a 
devaluations are usually associated with inflation, and in the absence of 
write-up the foreign holders would have had the real value of their assets cut. 
On this, three comments may be made: first, whatever equity considerations 
may call for, the guarantee system does impose costs, costs that have not 
existed under current arrangements either here or abroad. Second, devaluation 
of the dollar might be designed to correct a balance-of-payments problem that 
has arisen from shifts in demand unrelated to relative movements in price 
levels. Third, even if a devaluation were attributable to inflation in the United 
States, many of the dollar claims benefiting from the exchange guarantee 
would either have been recently accumulated or only recently have become 
the property of the holder at the time of the devaluation. In either case, the 
holder of the asset has already taken account of the inflation and the imple- 
mentation of an exchange guarantee would constitute a windfall gain to the 
holder at the expense of the U.S. economy. 

The only way to avoid the real cost of increasing, through the guarantee, 
the claims of others over our goods and services is never to permit the ex- 
change value of the dollar to fall. Indeed, some have argued that one of the 
attractions of an exchange guarantee is that it would only commit us to avoid 
doing what we do not want to do anyway. It is easy to agree that we should 
not devalue the dollar now. But it is quite another thing to bind one’s hands 


“Indeed, to prevent the sale of private holdings to official institutions would not only 
be to discourage the centralization of the world’s international reserves but would be to 
create several categories of dollars and a multiple exchange rate system. 
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for the future. There is ample history showing that there are worse policies 
than devaluation, even by important international financial centers. If we and 
other nations continue to pursue such economic, political and military policies 
that the United States generates an external deficit sufficiently large to raise 
doubts as to the future value of the dollar, then making it more difficult to 
change the exchange rate may well have the effect of forcing us to adjust by 
imposing new restrictions on imports or some other policy equally repugnant 
to those who regard themselves as economic liberals. There are already all too 
few adjustment mechanisms, as we have been discovering. 

To sum up, if exchange guarantees were to prove credible, they would have 
the great advantage to us of increasing the amount we could borrow at any 
one time on short term from abroad and of reducing virtually to zero the 
foreign demand for our gold. But for that very reason our gold stocks would 
become much less useful in supporting the dollar should pressure on the ex 
change rate arise. If the guarantees were to prove not credible, then, to insti- 
tute the system would be a disaster, for it would fail in its purpose, cost us 
real goods and services if implemented, and, if abandoned, would be a signal 
for new runs. The guarantees would also go far toward removing exchange 
rate alterations from our arsenal of possible adjustment mechanisms and thus 
increase the likelihood of higher import barriers in times of stress. In any 
event, exchange guarantees are not a simple device and they are not likely to 
contribute much toward overcoming whatever defects the present interna 
tional monetary system may have. 

Sterie T. Beza and 
GARDNER PATTERSON* 
* The authors are assistant professor and professor of economics at Princeton University 


They wish to thank the members of the Princeton University Seminar, “Problems in Mod 
ern Economics,” for a number of helpful comments. 


The Wellesley Undergraduate Tutorial 


With the aid of a grant from the Carnegie Corporation and the support of 
the Joint Council on Economic Education, the department of economics at 
Wellesley College has completed a two-year experiment aimed at developing 
an undergraduate tutorial program. Details of the experiment itself would 
hardly be of general interest, but the permanent tutorial finally adopted has 
proven merits that may appeal to other economists. The chief features of the 
Wellesley Tutorial are as follows: 

1. In the spring of each year, a number of junior majors are chosen to act 
as department tutors to all incoming freshmen electing the survey course for 
the following academic year. Apart from details, the survey course at Welles- 
ley conforms to the familiar pattern of introductory year-courses employing 
such basic texts as Samuelson, Harriss, or Bach. The tutors are selected mainly 
on the basis of their academic records, promise as teachers, and intensity of 
interest in the experience. They are given the full plan of the program im- 
mediately, together with textbooks and accompanying material for summer 
study. 
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2, All economics courses at Wellesley meet twice a week for classroom 
instruction for periods of sixty minutes. The survey course is an elective, and 
is usually taken by some two-hundred students in about a dozen sections 
taught by all members of the staff. Separate sections are organized for fresh- 
men, and in recent years there have regularly been two of these composed of 
approximately twenty students each. In addition to their classroom instruc- 
tion, all freshmen meet with their tutors in groups of a half-dozen or so once 
a week, The tutoring at Wellesley is limited to freshmen, not because they 
need more help than upperclass students, but because the department can 
currently provide no more than eight or ten qualified tutors each year, and 
the early interest in economics evidenced by freshman election tends to maxi- 
mize returns from the scarce resources. 

3. No assignments are made for the weekly meetings of tutors and tutees. 
Times and places of meetings are arranged by the participants to suit their 
own convenience, and most are held in dormitories in the evening, The ob- 
jective is to provide an informal setting for discussion of both the current 
work of the course and economics in general under the guidance of a compe- 
tent undergraduate. 

4. An essential feature of the Wellesley Tutorial, and a principal reason 
for its success, is the special program of study that all tutors must undertake 
for academic credit. No credit can be earned for the tutoring itself, But the 
tutors as a group are exposed to an experience designed not only to insure 
their competence in the tutoring, but also to afford educational opportunities 
not ordinarily open to undergraduates. 

5. Every tutor naturally prepares herself on the current topic of the survey 
course in advance of the next meeting with her tutees, to at least the extent of 
reviewing assignments and accompanying materials in students’ and instruc- 
tors’ manuals. In addition, advanced assigned reading is given all tutors on 
the same topic. Then, each tutor must pursue some aspect of the topic inde- 
pendently, and be prepared to deliver a lecture presenting her results, and to 
defend them before a critical audience. Tutors are given complete freedom in 
their independent studies, and may investigate any specific problem suggested 
by their tutees, by a staff member, or by their own curiosity. The only re- 
strictions are those imposed by the structure of the program, which insures 
that at least minimum standards will be met. 

6. A two-hour meeting of all tutors is scheduled once a week. During the 
first semester, the department chairman, who directs the entire tutorial pro- 
gram, conducts these meetings, and calls on any tutor without previous notice 
to deliver a brief formal lecture on the current topic, contributing something 
beyond the assigned reading to a knowledge of the subject. The lecturer must 
answer any question raised by anyone present, and audience reaction, supple- 
mented by the comments of the department chairman, indicate to her the 
quality of her performance, No mid-year grades are given; a chicf aim in the 
first semester is to make certain that al] tutors gain enough experience with 
the program to enable them to continue it without close direction during the 
second semester. 

7. Since the Wellesley Tutorial is designed to contribute at least as much 
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to the education of the tutors as of the tutees, the two semesters of the aca- 
demic year are made the dividing point between directed and independent 
action by the tutors. During the second semester, the department chairman 
ceases to conduct the tutors’ weekly meetings, and attends them at only such 
intervals as will satisfy him that all is going well, and that he is properly pre- 
pared to turn in final grades for all tutors at the end of the year, The whole 
plan of advanced study is turned over to the tutors themselves, and they agree 
upon lectures, special topics, and all other relevant questions, with a bare 
minimum of guidance. The last student lecturer at each tutors’ meeting auto- 
matically becomes chairman of the next, and submits a short written report 
to the director of the program, covering the main points of the meeting at 
which she presided and intentions for the near future. 

8. The department chairman directs the whole Wellesley Tutorial mainly for 
reasons of administrative efficiency, The tutors, having been carefully selected, 
are treated as junior colleagues by the staff, and are given complete responsi- 
bility for their work with tutees. As department representatives, the tutors 
must have both prestige and genuine authority, and clear channels of com- 
munication between them and the department chairman are essential. By 
directing the advanced studies of the tutors as well as their tutoring, and by 
teaching one freshman section of the survey course as well, the chairman is in 
a position to keep himself fully informed concerning all aspects of the pro- 
gram, and to take effective action immediately on any problems that may de- 
velop. Since it is understood by tutees that their tutors are vested with the 
same disciplinary powers as any member of the regular faculty, occasion for 
their exercise does not arise, and the department chairman can, in fact, 
handle all problems by brief conferences with the tutors concerned, 

9. Tutors are encouraged to consult all members of the staff freely on 
questions related both to their tutoring and to their advanced studies, Tutors 
do not grade their tutees. But there is a continual exchange of information 
between the tutors and the staff, so the progress of the tutees comes under 
closer scrutiny than that of other students. As the same time, the relations 
between tutors and all department members insure that the specialist on any 
given topic can not only supply advice on sources, but also visit the right 
tutors’ meetings to see what has come of his efforts. Since during the second 
semester all these meetings are open to the public, the tutors have always to 
take account of the possibility that a member of the college teaching faculty 
or administration, or a visiting economist from another institution may appear 
unannounced to observe or participate in some part of any program. Indeed 
some pains are taken to make sure that such guests attend at brief intervals. 
The student chairman of each meeting, however, is not merely acting the role; 
she is authorized to conduct the program exactly as she sees fit. Thus, a dis- 
tinguished visitor may find his contributions to a discussion welcome or other- 
wise, and no considerable interference with a meeting can occur. 

10. As a part of the experiment, independent studies of it were conducted 
by Stanley P, Wronski of Michigan State University. He found that the tutees 
were appreciably more interested in economics, and better informed both on 
technical points and generally than students not eligible for tutoring under 
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the plan. The tutors were shown to have carried over their experience to 
markedly improved performance in other courses, and to have been inspired to 
pursue careers in economics either in research or in graduate schools. Wron- 
ski’s cost study showed further that the additional teaching and administra- 
tive load on the department chairman approximated that of an ordinary 
undergraduate seminar during the first semester, and was substantially lighter 
during the second. 
Ricuarp V, CLEMENCE* 


* The author is professor of economics at Wellesley College. 


Windfall Income and Consumption—Additional Evidence 


In a recent issue of this Review, Ronald Bodkin [3] employed data from 
the 1950 Bureau of Labor Statistics Survey of Consumer Expenditures to test 
Friedman’s permanent income hypothesis. The National Service Life Insur- 
ance dividends paid out early in 1950 were regarded as windfall income, and 
two regressions were computed, both using disposable income and windfall in- 
come as independent variables. In the first equation total consumption was the 
dependent variable while in the second equation durable goods purchases were 
excluded. The regressions showed “that the marginal propensity to consume 
out of windfall income does not appear to be appreciably lower than the mar- 
ginal propensity to consume out of regular income” |3, p. 614]. And this 
“strong tendency to spend windfall income” is at variance with the permanent 
income hypothesis. 

Since data concerning the behavior of windfall income recipients is rela- 
tively scanty, and since such data can constitute an important test of the 
permanent income hypothesis, it is of interest to bring to bear on the hy- 
pothesis whatever information is available. One such body of evidence is con- 
tained in the Israeli Survey of Family Savings of 1957/58.’ That survey 
collected data on the behavior of recipients of lump-sum personal restitution 
payments from Germany. About 4 per cent of the urban population received 
such payments during the year covered by the survey, averaging 3000 Israeli 
pounds per recipient family. Average disposable income of these families was 
1£3400. Since the payments considered here were nonrecurring and since 
they were not anticipated well in advance, they can be regarded as windfall 
income. 

In order to appraise the effect of restitution payments on consumption, the 
behavior of spending units receiving such payments was compared to that of 
nonrecipients belonging to the same socio-economic group. It was found that 
“consumption outlays (including the purchase of durable consumer goods) 
per pound of current income were about 3% times as much as outlays per 
pound of one-time receipts” [2, p. 18]. In the case of nondurable consumption 
the equivalent ratio was 5%. On the basis of this comparison it was esti- 


* The survey, covering the year ending in March 1958, was a joint effort of Israel’s Insti- 
tute for Applied Social Research, the Falk Project for Economic Research in Israel, the Bank 
of Israel and the Central Bureau of Statistics. The sample of 3000 households was repre- 
sentative of the Jewish urban population in March 1958. For discussion see [1] and [2]. 
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mated that 45 per cent of the restitution receipts were saved in the form of 
liquid assets and another 20 per cent invested in real estate. 

Similar results can be obtained by subjecting the data to multivariate 
analysis of the type employed by Bodkin. Two-thirds of the 120 restitution 
recipients that fell into the sample were spending units headed by employed 
salaried individuals aged 20-55? (a group with reasonably homogeneous con- 
sumption behavior). These cases yielded the following regression equation: 


C = 1£397 + .857y + .167r R= .769 
(412) (.105) (.156) 


where C is total consumption including expenditures for durable goods, y is 
disposable income exclusive of restitution, and r is restitution payments. The 
marginal propensity to consume out of windfall income is .167. It is only one- 
fifth of the marginal propensity to consume out of current income. When dura- 
ble goods are excluded from consumption, the marginal propensity to consume 
nondurables out of windfall income is .156. Since the term “consumption” as 
used by Friedman is broader than the strictly nondurable concept, the mar- 
ginal propensity to consume relevant to this hypothesis would be somewhere 
between .156 and .167. The smaliness of this figure is consistent with the 
permanent income hypothesis. 

In commenting on Bodkin’s results, Milton Friedman suggested the possi- 
bility that the dividend payments were partly a proxy for a permanent in- 
come. Thus, he writes: “My casual inquiry sufficed to show that it is not 
implausible to suppose a connection between the size of the dividend payments 
and factors connected with permanent income’ [{[4, pp. 197-98]. There are 
hardly any a priori reasons for expecting such a relation in the case of restitu- 
tion receipts by Israelis.* Indeed the data reveal a low correlation* between 
windfall and current income with R,. = .34. 

To be sure, the data used in this study are not comparable to those em- 
ployed by Bodkin. First, availability of goods on the markets varied greatly 
between the two countries. Second, the reparation payments in Israel were 
much larger relative to current income than the insurance dividends in the 
United States, and the difference between Bodkin’s and my results may be 
due to this factor. The possibility of a relation between the relative size of 
the windfall and the marginal propensity to consume out of it can be examined 
by computing the following regression equation: 


0c r 
—=c+2d—. 
or y 


*I am grateful to M. Sandberg of the Israel Institute for Applied Sccial Research for 
providing the data for these spending units. 


* The ratio of windfall to disposable income varied from 6 to 386 per cbnt. 


* Bodkin has meanwhile computed the correlation between the regular and windfall income 
in his data and found it to be .092. 


i 
where 
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If d were negative and statistically significant then the marginal propensity 
to consume out of windfall income would be lower the higher is the ratio of 
windfall to disposable income. The results do not confirm the existence of such 
a relationship: 
C = [£460 + .930y — .075r + .098 — R= .774 
y 


(413) (.119) (.195) (.076). 


In addition I tested the possibility that the marginal propensity to con- 
sume out of windfall income is related to the absolute level of disposable in- 
come by computing the following regression equation: 


C= a+ by + cr + d(yr) 
where 
dc 
—=c-+ dy 
or 
Again no such relationship is shown by the data: 
C = 1£364 + .863y + .176r — .0000014 yr R= .769 
(609) (.136) (.135) (.0000195). 


Finally, it must be noted that the evidence presented here relates only to 
the year in which the windfall income was received. Thus, it is quite possible 
that the assets accumulated out of the windfall were earmarked for future con- 
sumption. A test of this hypothesis would have required data (preferably 
re-interviews) covering subsequent years. 

Morvecual E. Kreinin* 
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A Model of Price Flexibility: Comment 


Joseph V. Yance’s recent study of price flexibility [2] employed a concept 
of price flexibility and measurement techniques similar to those I used in an 
investigation of price response rates in fourteen industries, including leather 
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footwear |3].' I should therefore like to (1) summarize my general findings 
in order to make it clear that the slow response rates Yance discovered in the 
footwear industry should not be taken as typical of manufacturing in general; 
(2) present evidence against his assertion [{2, p. 415] that “the delay in rais- 
ing prices can account for another aspect of recent inflation trends, that prices 
have continued to rise even though demand has slackened and wages have 
stopped rising.” 

1. Monthly indexes of output price and direct costs in each industry were 
constructed from BLS data for the period 1947-58. These were employed in a 
distributed-lag regression analysis in an effort to ascertain the rate of price 
response to changes in direct costs. The findings indicate that prices in these 
industries tended to respond quite rapidly to cost increases—normal gross 
margins were generally restored with a lag of only 1 month for wage-rate in- 
creases. For material-cost increases response was somewhat slower—prices 
generally rose by an amount equal to the cost increase within 2 months. 
Only the responses to cost decreases showed significant lag. While it might be 
dangerous to generalize from a sample of 14, these results at least serve to 
indicate that the rapid response rate (“average delay” of 1 month) which 
Yance found in leather tanning is probably more typical than the slow re- 
sponse rate (“average delay” of 4 months) he found in footwear. 

Moreover, my findings suggest that in leather footwear the average delay in 
price response was only about 2 months for cost increases, but much longer 
for cost decreases. These results are substantially in accord with Yance’s find- 
ing of an over-all delay of 4 months, but conflict with his conclusion that 
downward response occurred as rapidly as upward response (or more so).? 

2. My findings lead me to believe that where recent (1955-58) price in- 
creases cannot be fully attributed to contemporaneous increases in direct costs, 
they reflect rising gross margins rather than delayed responses to previous cost 
increases. I am thus in substantial agreement with the views of Schultze 
[1, Ch. 5] who attributes the increase in gross margins to rising overhead 
costs, rather than to increased profit margins. In this sense the price increases 
were “‘justified.”” For a firm operating under competitive conditions, however, 
the question of justification may have little relevance. It may be impossible for 
the competitive firm to raise prices every time overhead costs go up, espe- 
cially when the cost increase results from an unwarranted expansion of ca- 
pacity as Schultz suggests [1, pp. 122-25]. 

The argument has so far been conjectural, but evidence of its applicability 
to recent U.S. experience is presented in Table 1. In the absence of data on 
overhead costs these indexes are far from conclusive, but they suggest that in- 
flationary pressures were more fully translated into price increases in the con- 


*The industries studied were: bituminous coal, cotton broadwovens, seamless hosiery, 
leather footwear, gray iron foundries, construction and mining machinery, valves and fittings 
(all “unconcentrated”); and tires and tubes, rubber footwear, glass containers, plumbing 
fixtures, internal combustion engines, agricultural machinery, motors and generators (all 
“concentrated” ). 

7[2, p. 414]. Note that his data for 1950-52 (Figure 5, p. 413) do not support his 
conclusion. On the downturn predicted price corresponds closely to actual] price, but on 
the upturn price rose more rapidly than predicted 
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TABLE i—INDEXES OF PERCENTAGE Gross MARGINS 
(1947-49 = 100) 


Unconcentrated Concentrated 
Industries Industries 


1955 January 
April 
July 
October 
1956 January 
April 
July 
October 
1957 January 
April 
July 
October 
1958 January 
April 
July 
October 


Source: Margin=price/(labor costs+-material costs); computed in [3]. 


centrated group than in the unconcentrated, and they cast considerable doubt 
on the hypothesis that recent price increases reflect only belated restorations 
of normal gross margins. 

Wes ey J. Yornon, Jr.* 
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A Model of Price Flexibility: Reply 


I get the average delay by seeing how much the price changes, in one 
period, in response to a “price gap”—a difference between a desired price, 
based on current costs and normal margins, and the actual price, lagged. I 
plotted this relation (Figure 1) to see whether my figures were right and it 
appears that they are. There is no apparent difference in the slope of APS; 
relative to a positive, as compared to a negative, price gap. Right after Korea, 
the price response was greater (faster) than average, but in 1947-48 it was 
slower than average. 
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Change in price in one period, (PS, PS,,,) 


UNITS: SHOE WHOLESALE PRICE INDEX 
PERIODS: BL MONTHS 
REGRESSION SLOPE: .332 
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Price Gap, (PS* -PS,,) 


Ficure 1. Rate or Price CHANGE IN RELATION TO THE EXTENT oF Price DIsEQuILIBRIUM 


The essential difference between our approaches is that Yordon is estimating 
the individual weights on past cost changes, whereas I assume a particular 


exponentially declining form to this weighting function which is defined by 
only one parameter, the response parameter. 

I thought his method of constructing a cost index, using the input ratios 
from the Census of Manufactures was good. I had relied only on the regression 
to get the weights for the wages and materials price indices. Also, his method 
of estimating the individual lag weights showed that some of the response 
takes place before costs actually go up. My method did not allow this effect to 
show up, and this somewhat shortens my estimate of the delay, say from 4 to 
3.5 months. 

However, his method is not very trustworthy for the points he makes, par- 
ticularly about the lengths of the delays. Where I estimated an average delay 
of about 4 months, his estimates run about a half month, for rises in wages 
and materials prices, and 1.76 months for declines in materials prices. The 
major reason for the difference, apart from the one given in the previous para- 
graph, is that his method is not very good at picking up the full response, espe- 
cially that which occurs with a long delay. 

A test can be given to show how much of the response is missing. The nor- 
mal ratio of price to direct costs in his data is about 1.25 or 1.30. If one has 
an equation in which the change in price is a function of the change in costs 
in various periods, analogous to his, 


AP: = + + + + 


then the coefficients should add up, in this case, to 1.25. Otherwise the equa- 
tion is not equilibrating; if there is a jump in the level of costs, it will not 
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carry the price to where it is at the normal ratio to costs. The real system 
is equilibrating. In the period we are considering, every time costs settle down 
at a new level, the ratio of price to direct costs settles down to about the same 
value. 

Adding his coefficients, we get: 


Complete Materials Materials 
Response W ages (up) (down) 


1.25-1.30 .96 .82 


indicating the extent of the measured response, e.g., 77 per cent for wages. 
It is likely that most of the unmeasured response is that which occurs errati- 
cally and with a long delay, for example, the long delay in 1947-48. 

On the second point, I think that in looking at the larger inflationary pic- 
ture, I overstated the length of time it would take price rises to work their way 
through the industrial sectors, with no wage rises. The recent literature places 
the discussion of cost-price delays in its proper perspective as one of a series of 
important links in the inflationary cycle and applicable in some industries 
more than others. 

V. YANCE* 

* The author is on the research staff of the Operations Evaluation Group (U. S. Navy), 

Massachusetts Institute of Technology. 


Patterns of Industrial Growth: Comment 


Chenery’s model of economic development and its application to cross- 
section data of 51 countries will certainly be welcomed by students of eco- 
nomic development [1]. The purpose of this note is to comment on one of the 
issues involved: the relationship between economic development and changes 
in the relative share of various sectors. 

Primarily on the basis of evidence presented by Colin Clark [2], it has long 
been maintained that economic development is accompanied, first, by a rela- 
tive increase of the secondary sector and, at a later stage, by a relative expan- 
sion of the tertiary sector.‘ Chenery now shows that while the share of in- 
dustry in GNP rises significantly from lower to higher income levels, the share 
of services displays only a slight increase. The growth elasticity (the regression 
coefficient of changes in value added in a given sector on changes in per capita 
income) for primary production is calculated as .494, for industry 1.362, for 
transportation and communications 1.288, and for other services 1.066. 

It is contended here that the use of exchange rates in converting the data 
expressed in national currencies to a common unit introduces a systematic bias 
in the estimates, the removal of which would considerably strengthen 
Chenery’s conclusion on the rise of the share of manufacturing at higher in- 
come levels and will shed doubt on the hypothesis referring to the relative 
increase of the tertiary sector. This bias has to do with (a) the underestima- 


* This proposition may refer to the share of services in real output or in real input (e.g., 
proportion of labor force). We shall be concerned with the first interpretation here. 
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tion of income levels in low-income countries, and (b) the underestimation of 
the share of industry in high-income countries. 

To begin with, conversion at exchange rates systematically understates 
(overstates) the income levels of low-income (high-income) countries.? The 
explanation is simple: the greater are intercountry productivity differentials in 
the production of traded goods (manufactured and agricultural products), 
ceteris paribus, the greater will be differences in wage levels. In the field of 
services, the productivity gap is considerably smaller, while wage increases in 
the tertiary sector (nontraded goods) follow wage movements in material pro- 
duction, especially industry. Consequently, nontraded goods will become rela- 
tively more expensive as development proceeds, and increased productivity 
differentials will be accompanied by an increasing degree of overvaluation of 
the per capita incomes of richer countries. 

Empirical data give support to this hypothesis. Milton Gilbert’s findings [3, 
p. 28] show that if a geometrical average of per capita incomes measured at 
U.S. and European (individual country) price weights is calculated, the per 
capita incomes of various European countries converted at official exchange 
rates appear to be understated, in comparison with income levels in the United 
States, by the following percentages: Belgium 17, United Kingdom 26, Nor- 
way 26, Denmark 27, Germany 30, France 32, Netherlands 34, and Italy 35 
per cent.* With a change in the ordering of the first-mentioned three coun- 
tries, this ranking corresponds to ranking according to per capita incomes.* 

The degree of understatement becomes considerably greater in the case of 
underdeveloped countries. According to M. F. Millikan, in 1950 the average 
per capita income in Asian countries (excluding the Middle East) was $58 
converted at exchange rates and $195 by using a necessarily crude purchasing- 
power measure. The estimates for Africa are $48 and $177 [4, pp. 21, 28]. 
Another estimate, prepared by the German Statistical Bureau for 1955, uses 
the per capita income of West Germany as a basis and finds that, converted at 
exchange rates, the per capita income of Canada is overstated by 80 per cent, 
that of the United States by 68 per cent, whereas 14 per cent understatement 
is found for Spain, 17 per cent for Austria, and 23 per cent for Brazil [5, p. 7]. 

The systematic bias in the per capita income figures used in Chenery’s 
study indicates that the actual range of incomes is considerably smaller (if 
$100 per capita income is taken as a basis, possibly by one-half) than esti- 
mated. Consequently, adjusted data would show an increase in the absolute 
value of the growth coefficients, and a more pronounced relative increase of 
industry (and relative decline of agriculture) for a given rise in incomes. In 
other words, the rise in per capita income associated with a given degree of 
industrialization will be less than indicated by Chenery’s results. This correc- 
tion is shown in Figure 1, which is based on Chenery’s diagram [1, p. 636]. 

* Chenery notes this with regard to U.S. data in an appendix to the article, but does not 
extend the argument to other countries. 


* Data refer to 1955. In view of the fact that the French exchange rate in 1955 was 
artificially maintained through a combination of taxes and subsidies, the new equilib- 
rium rate introduced in 1958 was used in the calculations. 


*United Kingdom, Norway, Belgium, Denmark, Germany, France, Netherlands, Italy. 
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Ficure 1 


The solid lines in the graph depict the original estimates, while the dotted lines 
refer to estimates corrected by reducing the range of incomes between $100 
and $1,000 by one-half. 

This is not the only necessary correction, however. The differences in rela- 
tive prices of various product groups between countries also entail the under- 
estimation of the share of industry and an overestimation of the share of serv- 
ices at higher income levels. No attempt is made here to evaluate the extent 
of this underestimation (overestimation). It is sufficient to note that even an 
approximately 10 per cent increase in the relative price of services accompany- 
ing a 100 per cent rise in per capita incomes would reduce the coefficient of 
services under 1, and would correspondingly increase the regression coefficient 
for industry.® Actually, a comparison of price ratios between developed and 
underdeveloped countries reveals that a doubling of incomes would be associ- 


* The second-mentioned correction necessitates a rotating of the lines in Figure 1. In the 
absence of satisfactory estimates, these changes are not indicated on the diagram. 
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ated with a change in relative prices substantially larger than 10 per cent. 

The conclusion can now be reached that, compared to the results obtained 
by Chenery, the growth coefficient of industry will rise to a considerable extent 
(both because of the shrinking of the range of income differences and the cor- 
rection of relative prices), and the tertiary sector will see its share in GNP 
declining. The Clark hypothesis, therefore, does not stand up in the light of 
information on cross-section data. 


Beta BALAssaA* 
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General Economics; Methodology 
Encyclopédie francaise. Vol. 9, L’univers économique et social. Société Nou- 
velle de l’Encyclopédie Francaise. Paris: Librairie Larousse, 1960. Pp. 
1136. $20.00. 

This encyclopedia differs in some essential aspects from the encyclopedias 
familiar to most readers in the United States. It is not the customary in- 
ventory of references in alphabetical order, such as our Encyclopedia of Social 
Sciences. The basic soundness of this kind of collection of information is called 
into question because of its implicit philosophical foundation. The preface to 
this 9th Volume of the Encyclopédie francaise rejects from the outset the 
18th century view of nature on which modern encyclopedias largely rest, viz., 
that what is discernible is separable, and that any order of presentation is just 
as good as any other. 

The Encyclopédie discards the familiar organization of materials for ready 
reference, a format which stresses the isolation and independence of the vari- 
ous elements of knowledge, and approaches the task in a fundamentally differ- 
ent manner: the various elements of knowledge are presented as related to 
one another and as related to the perspectives adopted. Each volume of the 
Encyclopédie is really a systematic treatise of large size. 

There is of course a certain exaggeration in this point of view. The elements 
of a universe of discourse are not only interdependent; they are also individu- 
ally independent and important. For this reason a detailed topical index in 
alphabetical order would have been advisable. This independence of the in- 
dividual items also leaves enough room for reference works of the traditional 
kind. Good reasons are given, however, why this different kind of encyclopedia, 
which will find its way into many circles, should seek to open the minds of its 
readers and induce them to reflection, and not just provide a convenient refer- 
ence source. Gaston Berger, the president of the committee of the Encyclo- 
pédie francaise, expressed this new view in a striking manner: 

Day before yesterday we followed unconsciously what was called Nature; 

yesterday we tried conscientiously to conform to “nature”; but today, our 

power having grown considerably, it behooves us sometimes to protect 
nature and sometimes to arrange it in ways which seem favorable. We 
have somehow become responsible for evolution [9.02.11] ... a reality 

is to be constructed and not events awaited [9.62.13]. 


On first glance, this basic view of the social economy appears voluntaristic, 
quite in contrast to most current economic reasoning in the English-speaking 
world. Such a judgment, however, would be in error. The basic view should 
rather be called indeterministic, in a sense to be developed further in the 
review. 
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Berger’s statement implies, furthermore, an inclusive definition of the social 
end toward which all economic activity is directed; an end which, it is said, is 
already forming the development of the Western world and waiting to be made 
more explicit. “Economy without indigence and Society without coercion” 
[9.06.9; 9.02.10]; this is and ought to be our goal. 

The volume has been prepared under the direction of Francois Perroux. He 
contributes the introductory article, “La science économique,” in which he sets 
the tone for all the other articles by spelling out the meaning of two charac- 
teristic features of the social economy he sees emerging in modern economic 
reasoning: (a) the indeterministic or stochastic approach as the basic method 
of economic science; and (b) the explicit inclusion of the ends of actions and 
policies in explanatory structures. 

Perroux closes the volume with an article which is both a resumé of the 
entire work and a call for further study of the notion of progress. He arrives 
at the following three specifically “social” components of the economy: (a) 
creation, a generalized innovation, including variations of institutions and 
attitudes; (b) propagation of the fruits of creation, not to be confused with 
functional distribution, since the former involves also the change of production 
functions and institutions; (c) significance of such development, intelligible to 
all and emanating in common projects [9.72.11]. 

Although Perroux’s well-known views on the nature of economics are en- 
countered in many parts of the volume, it is not one man’s work. A veritable 
galaxy of other eminent contributors shares his vision. The work is thus rep- 
resentative of an important sector of French scientific effort. 

The prime object of the volume is the description and analysis of economic 
development, founded on a generalized concept of Schumpeterian “innova- 
tion,” the fruits of which are propagated stochastically toward global and 
knowable ends. The key terms of this analysis of development may best be 
gathered from the articles devoted to a phenomenological description of time 
and space in economics. The current assumption of a single objective time of 
events in dynamic models is seen as an impoverishment of analysis, since it 
does not take into consideration the many varied meanings of the chronological 
order of events for those who perceive or endure them. 

From the diversity and plurality of meanings of the sequence of events, the 
various contributors conclude that economic phenomena are not to be in- 
terpreted and guided by deterministic models, but rather by stochastic models 
chosen under conditions for efficient action [9.68.3]. Many aspects of such 
models are considered and examples are given from the Common Market, the 
French Community, and other similar experiences. 

A detailed analysis shows that economic development involves the emer- 
gence of large interterritorial businesses, which continue to compete without 
destroying the smaller enterprises in the process. The following statement ex- 
presses this relationship: ““An economic law could be laid down, according to 
which the proportion of small-and-medium-sized businesses remains constant 
relative to other forms of production and distribution [9.10.12].” Unfortu- 
nately, this law is not derived formally from the three basic propositions 
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(creation, stochastic propagation, and significance) as it might have been. 

The remarkable persistence of competition among giant enterprises and the 
apparently stable distribution of business size is well known to U.S. readers 
from the work of Kaplan on competition, and of Adelman, Simon and Bonini, 
and others dealing with the log-normal or Yule distribution of the sizes of 
businesses. These names, unfortunately, are omitted in the encyclopedia’s 
bibliography. 

Since economic development is the central theme of this volume, the stable 
features found in development might have been grouped together and con 
sidered in greater detail. In this respect Phelps Brown’s discovery should have 
been mentioned, viz., that the size distribution of trade unions appears also to 
be approximately log-normal. Other investigators have suggested that the same 
is true of the distribution of personal wealth. It is, moreover, surprising to find 
that R. Gibrat’s name is mentioned only in passing, although one of the major 
theses of the volume is that modern economic science must be stochastic. 
Gibrat, after all, produced one of the most carefully worked out and widely 
studied stochastic economic models we possess at the moment. 

The second foundation on which this imposing thought structure rests is the 
analysis of interacting ends and means and of the economic motive power in 
these processes, This part of the task is carried out in a large section on social 
conflicts and dialogues. The Encyclopédie presents an excellent typology of 
social antagonisms, as well as a description of agreement, which is the end of 
the social dialogue. 

The reader is informed that economic analysis has heretofore used either 
one of two thought models: One which excluded conflict, and one which was 
founded on conflict [9.58.3]. Such a dichotomy is shown to be incomplete, be- 
cause conflict may be resolved through a dialogue, which is neither completely 
conflict nor absence of conflict. “It is a kind of reconnaissance, an acceptance 
of the other as partner. In the dialogue the partner does not disappear; instead 
each participant accepts his own progressive transformation by a power, 
emerging in the process [9.58.5].” 

In the fictitious dialogue, there is no such power, as was the case in the 
rendezvous of government, unions, and employers called by Mendes-France; 
none of the parties involved was capable of changing its former ways 
[9.58.13]. It is equally missing if there be merely good will in the participants 
and in certain other cases examined. 

The true dialogue does not create the significance of the common work; it 
is rather a secondary cause, which selects some from among the many alterna- 
tives, each energized by the consensus reached. It is worthy of note that this 
analysis of the dialogue in the Encyclopédie parallels the conclusions reached 
by the Molinist theologians in the famous Jansenist controversy on human 
freedom in the 16th century. 

The convergence to agreement of the social dialogue can be speeded up 
[9.62.9]. This possibility puts economic forecasting in a new light; forecast- 
ing becomes, instead of a statement about future events, an instrument for the 
reduction of uncertainties and incompatibilities among individual plans and 
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actions by describing an ensemble, permitting rapid revision of projects. In 
this connection, the reader will also find a refreshing discussion of the trade 
cycle in economic development.' 

Looking at the volume as a whole, it appears that the underlying thought 
structure is related to what Neyman has called dynamic indeterminism in 
science (“Indeterminism in Science and New Demands on Statisticians,” Jour. 
Am. Stat. Assoc. Dec. 1960, 55, 625-39). Neyman defines dynamic indeter- 
minism as an effort to invent a hypothetical chance mechanism, called a 
stochastic model, operating on various clearly defined hypothetical entities, 
such that the resulting frequencies of the various possible outcomes correspond 
approximately to those actually observed. It is called indeterministic because 
there are no a priori explanatory functions of the variable to be explained; in- 
stead, this variable is taken to be random, and its values and distribution de- 
pend on values obtained by other variables. It is called dynamic because it 
contains the explanation of the motive power (@) as part of the model. 

Comparing the theory of development presented in the Encyclopédie 
francaise to Neyman’s treatment, we find the following analogies. The hypo- 
thetical entity is the creative act which produces net gains. These results of 
innovation are then propagated dynamically, in a manner analogous to the 
chance mechanism mentioned by Neyman [cf. 9.72.16]. 

According to Neyman, the scientific value of such a model depends on the 
degree to which it satisfies two criteria. First, the criterion of broad applica 
bility, i.e., the possibility of deducing from the model verifiable consequences, 
relating to categories of observation other than those for which the model was 
originally constructed. The various articles of the Encyclopédie on the size 
distribution of enterprises and of personal incomes, on the pluralistic structure 
of the social economy, on polarization of economic development, on the dis- 
appearance of the proletariat, on the rise of the middle class, on the emergence 
of regional units, etc., describe observable features of the social economy which 
can be deduced from the dynamic stochastic model sketched above. The 
central underlying thought model of the Encyclopédie thus meets Neyman’s 
first criterion for usefulness. 

Neyman’s second criterion for the value of a stochastic model concerns the 
possibility of identifying empirically the hypothetical entities involved in the 
model. In the Encyclopédie the entity is the innovational act. It is identified 
and described in considerable detail in the articles on research, on automa- 

*The scheme underlying this analysis could be formalized in the following manner. 
Throughout the articles of the Encyclopédie emphasis is placed on the transformation of the 
structure of attitudes under the impact of the emerging power. The input of plans and of 
projects as well as of actions into the social dialogue continues, but they are never com- 
pletely consistent with each other. There are therefore three variables: X; the varying struc 
tural coefficients, x, the varying inputs, and @ the emerging power. The problem is to 
show that the double variation of X, and x, ie., the diversity of personal plans and of 
actions can be reduced to a knowable kind of unity. If we assume that the two types of 
variation are continuous, this thought model leads to the incomplete Pfaffian expression 
dP Xi = . . . Xn); its solution (dg = dP/T = 0) shows clearly the 
social nature of the emerging power, resulting from the integration of divers parts into a 
unity. It is specifically social and not reducible to any one or all of the individual inputs. 
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tion, on nuclear power, on public innovation, and on changes in institutions. 

In the preface to the Grande encyclopédie, the ancestor of the traditional 
encyclopedia, D’Alembert remarked: “Enfin, nous avons trouvé le vrai 
systéme de la Nature.” The philosophical system of the older Encyclopedists 
has indeed been of enormous influence on the economic thought and life of 
mankind, It has shown, however, its shortcomings increasingly, and is now 
giving way to stochastic and dynamic forms of analysis. The new Encyclopédie 
francaise may well be remembered gratefully by future generations as mark- 
ing the beginning of another fruitful epoch in economic analysis. 

Joser SOLTERER 
Georgetown University 


Econometrica Essays in Honor of Ragnar Frisch. Edited by Robert H. 
Srrorz and EpmMonp MAtinvaup. Amsterdam: North-Holland Publishing 
Co., 1960, Pp. 325. $5.00. 

It is a remarkable tribute to Professor Frisch that this volume honoring him 
differs so little from the typical issue of Econometrica, a journal which he 
founded in 1933, edited for many years, and has inspired since its inception. 
The book is, in fact, a hard-cover edition of the April 1960 issue of Economet- 
rica 


In his introductory essay, Arrow divides Frisch’s work into four broad cate- 
gories: (1) The theory of consumer’s demand; (2) dynamic economics, par- 
ticularly in connection with the theory of the business cycle; (3) methodology, 


both generally and in the more narrow statistical sense; and (4) problems of 
policy, economic planning and programming. With the exception of Erich 
Schneider's appreciation of von Mangoldt’s contributions to price theory, all 
of the essays appearing in the volume can be grouped around these four topics. 
That this can be done without stretching the bounds beyond what was neces- 
sary to describe Frisch’s work in the first place, is indicative not of the editor’s 
care in selection but of Frisch’s extraordinary breadth. 

Chipman’s long essay on the foundations of utility belongs in the first group. 
It carries the axiomatic method in the theory of choice, which Frisch pio- 
neered, to what some may regard as an extreme degree. Houthakker’s paper on 
additive preferences seems to me to be more in the Frischian spirit: Gen- 
eralization is valuable, to be sure, but not at the expense of losing touch with 
reality. For econometrics at least, we need highly specialized theories, with 
specific implications, susceptible of test. Houthakker provides two such rather 
specialized models and a test of their implications. Koopmans’ essay on sta- 
tionary ordinal utility and impatience continues in the axiomatic tradition. 
Stone and Rowe provide some estimates of the durability of consumers’ dur- 
ables, with the interesting conclusion that the durability in economic terms is 
substantially less than would be supposed on the basis of the physical life 
alone. The group of papers dealing with consumers’ demand closes with Theil’s 
essay on the construction of statistically optimal index numbers. In an early 
paper on the subject, Frisch pointed out that there are two distinct lines of 
approach to index numbers: a statistical approach which is concerned with 
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the optimal specification of a central tendency in the movement of prices and 
quantities, and an economic approach which attempts to specify an index 
number relevant to economic well-being. Theil’s paper presents a major con- 
tribution to the first line of approach. 

There are three papers which lie in the area of dynamic economics: 
Georgescu-Roegen’s discussion of semi-Marxian proofs of the breakdown of 
capitalism, Morishima’s presentation of a generalized von Neumann model, 
and Solow’s useful contribution to the theory and estimation of distributed lag 
models. As might be expected, however, a number of papers on economic 
policy and planning for growth contain contributions to dynamic economics as 
well, 

In the area of statistical method there are papers by Mahalanobis, Rasmus- 
sen, Strotz and Wold. Mahalanobis discusses his method of fractile graphical 
analysis, which is essentially a method for comparing the distribution of a 
variate in two populations. Rasmussen’s discussion of the transmission of 
shocks in simultaneous equations systems is disappointing and inconclusive. I 
personally found Strotz’s essay on nonrecursive interdependent systems con- 
sidered as an approximation to an underlying recursive structure the most in 
teresting and suggestive of the papers appearing in the volume. In the debate 
over the relative merits of recursive vs. nonrecursive models, few have ques- 
tioned the recursive structure as an ideal; the main issue has been as to the 
practical relevance of such models in a world in which our data refer not to 
days or weeks but to months or years at best. Strotz’s point is that it makes 
quite a lot of difference to estimation when we consider this approximation ex- 
plicitly rather than implicitly, as has hitherto been the case. He does not go 
very far towards proving his conjectures but does provide much food for 
thought. Wold’s paper in the same area adds very little to what he has pub- 
lished elsewhere. 

Six papers in the volume bear on problems of economic policy, planning and 
programming. Johansen discusses important qualifications which need to be 
made to the simple rule that, under conditions of economic growth, the produc- 
tion of each sector will expand in proportion to the income elasticity of de 
mand for its product. Lange discusses the optimal allocation of investment 
among industries to achieve a maximum rate of economic growth, Tinbergen 
attempts to solve what might be considered the other side of Lange’s economic 
coin in his discussion of the optimum rate of savings, but his results are incon 
clusive. Klein’s discussion of theoretical issues in the measurement of capacity 
has a direct and important bearing on the issues raised by Lange and Johan- 
sen, as does Samuelson’s extension of the LeChatelier principle to input-output 
systems, The volume closes with a brief note by Tintner on stochastic linear 
programming. 

In evaluating this volume, I think one must conclude that it suffers many 
of the defects common to Festschriften: Many of the papers appear to have 
been hastily written or to have been snatched from their author’s hands before 
they were really complete. Nonetheless, the volume contains much that is 
useful and worth reading. One may question the wisdom of publishing this 
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particular issue of Econometrica in hard-cover form, yet it does serve to call 
attention to the fact that Keonometrica and, indeed, econometrics are them 
selves monuments to Professor Frisch 
Marc Neriove 
Stanford University 


Economic Issues of the 1060s. By Atvin H, Hansen. New York: McGraw 
Hill Book Co,., 1960, Pp, xv, 244, $5.50 

If one of the nation’s most distinguished and liberal economists were elected 
President of the United States, carrying his new and unsullied party with him, 
what changes in economic institutions could we anticipate? To what extent 
would his economic program differ from those realized in the recent past or 
from that currently evolving in the present administration? The answer is 
provided in Professor Hansen's new book, Economic Issues of the 1960s, in 
which he defines, and formulates a solution for, virtually every economic 
problem of current significance from automation and social security to the 
public debt, the gold flow, and labor-management relations. In the ideal state 
which gradually emerges within the brief but closely reasoned span of 177 
pages (excluding appendices), there appear reflections of numerous thinkers, 
from Plato to John Kenneth Galbraith, but best of all one finds a goodly 
number of the ingenious innovations that economists have for long come to 
expect from the eminent author himself. 

As in Galbraith’s The Affluent Society, there is a powerful bias pervading 


this volume in opposition to the gadget-producing segment of private industry, 
and its most intimate relatives on Madison Avenue, and in favor of the welfare 
and cultural activities which in the estimation of both authors can be most 
effectively managed by government. And in this spirit Hansen exclaims in his 
preface: 


If by 1970 we can have laid a firm foundation for a society in which edu- 
cation has become the “major industry,” we shall have gone a long way 
toward building a truly civilized country—one in which the whole citizenry 
can actively participate in cultural, artistic, and recreational programs, 
not a citizenry which can merely sit and passively view a TV show. Un- 
skilled labor is rapidly disappearing under the impact of automation. 
Technical skills, science, crafts, and the arts will of necessity place educa- 
tion at the center of all activity, the pivot around which all else revolves. 
Education will encompass the whole gamut of life from childhood to old 
age. Leisure without education can be a curse. 


But although akin in general point of view, Economic Issues of the 1960s 
bears little resemblance to The A fluent Society in the substance of its content. 
Unlike the latter, which is broadly philosophical, Hansen is concerned with 
providing a fairly detailed and thoroughly inclusive blueprint for achieving his 
goal, and with supporting specific proposals with the relevant quantitative and 
theoretical considerations. His program is presented in three parts, dealing in 
turn with matters revolving about inflation, growth, and international rela- 
tions. 

Hansen believes that it is entirely possible to maintain a vigorously growing 
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economy with full employment and without inflation. To this end he advocates 
an ample variety of new built-in stabilizers (including countercyclical sys 
tems of accelerated depreciation allowances, personal income tax rate adjust 
ments, flexible allowances for advertising as a business expense in calculating 
corporate income taxes, and a direct tax on investment, all altered in a pre 
determined way “according to agreed-upon criteria of employment, degree of 
capacity utilization, industrial production, and rates of investment’’), as well 
as a strengthening of some of the old ones such as unemployment insurance. 
But above all, in order to maintain prosperity, an adequate rate of growth, 
and also to impart new and more desirable directions, Hansen supports a vast 
expansion of government enterprise. 

In this connection, the author reports his “startling discovery” that since 
1947 the absolute level of employment in the material goods sector of the 
economy has declined, despite a sharp rise in output, while upon the services 
alone was placed the responsibility for creating jobs for displaced workers as 
well as for the newcomers to the labor force. This trend, he contends, is due to 
continue,-and reflects not only technological progress, including automation, 
but also the diminishing utility of new accretions to the flow of material goods. 
While he does not entirely discount the role of private industry in providing 
services, he holds that further vigorous expansion must depend upon the ex- 
tension of public responsibilities in ‘cultural, intellectual, recreational, and 
community activities.” Here, he has numerous recommendations, including 
federal programs of medical care, housing, special education, retraining, and 
distressed-area programs aimed especially at “the submerged fifth,” federal 
TV programs, a system of federally managed “honors” high schools, a Council 
of Social Values created by act of Congress, community art projects, national 
resource development, urban redevelopment, and so on, leading perhaps within 
a decade to a situation in which the services provided by government (at all 
levels) account for one-half the national income. Financing would be obtained 
through higher taxes (especially sales taxes) and, in line with the need for a 
secularly greater money supply, increases in the national debt. 

In monetary affairs, Hansen also provides an arsenal of new tools aimed, in 
general, at strengthening the authority of government in the control of the 
supply of loanable funds. He proposes freezing “a considerable part” of the 
public debt into the portfolios of the commerical banks, scrapping the statu- 
tory limits on Federal Reserve control of legal reserve requirements, and re- 
leasing the gold now held as a reserve against Federal Reserve notes and de- 
posit liabilities. For the underdeveloped countries he advocates a policy of 
forced saving through controlled inflation and comments in this connection 
upon relative experience in several of the Latin American nations and (earlier) 
in Japan. In three appendices, Hansen briefly analyzes “the sweeping rise of 
urbanization,” reviews William Fellner’s Trends and Cycles in Economic Ac- 
tivity, taking issue with its policy implications, and argues in opposition to 
J. E. Meade that the public debt functions as a built-in stabilizer. 

Given the tremendous variety of topics discussed within so brief a space, it 
is inevitable that Economic Issues of the 1960s would bear an air of arbitrari- 
ness in spots and that it would contain some, at least apparent, contradictions. 
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For example, in opposing the claim that the public debt is a serious burden, 
Hansen suggests that the holding of government bonds, either directly or in 
directly, is very widely dispersed (p. 62), and yet later (p. 171), when rein 
forcing his proposal for a low rate of interest, calls attention to the transfer 
problem in servicing the public debt and its effect upon the distribution of in 
come, Again, the author contends that increases in the interest rate would be 
ineffective in stemming inflationary bursts of investment (pp. 32 and 55), and 
vet in several other places emphasizes the importance of a low interest rate as 
a tool for achieving “full investment.” A broader canvas would be required to 
reconcile such views as well as to substantiate adequately some of the other 
positions taken, and it must have been at least in part in deference to such 
space limitations, and the curbs this placed both on his analysis and his evi 
dence, that Hansen writes at an early point: “The reader may often disagree 
with what I say, and he can quite possibly be right.” 

Economic Issues of the 1960s was written for the student and the layman 
as well as for professional economists and cannot help but provoke useful 
discussion both in the classroom and outside. For Hansen's work reflects the 
conviction that institutions in a democracy are made for men, and not the 
other way around, and the important corollary that whenever institutions 
seriously obstruct our goals they can and should be boldly changed. 

Mervitte J. ULMER 

The American University 


Wathematical Methods and Theory in Games, Programming and Economics. 
Ry Samuet Karin. Vol. I, Matrix Games, Programming and Mathe 
matical Eeonomics; Vol. 11, The Theory of Infinite Games. Reading, 
Mass.: Addison Wesley Publishing Co., 1959. Pp. x, 433; xi, 386, $10.75 
per volume 

This important addition to the growing literature on game theory, its appli- 
cations and offsprings, is the work of an accomplished mathematician to whom 
we are already indebted for other contributions to economics, especially in the 
field of inventory control, The two volumes are independent of each other; in 
fact the first chapter of each is identical, and deals with the definition of a 
game and the min-max theorem. Also the three appendices and the bibliog 
raphy, totaling over 60 pages, are identical in both volumes (they deal with 
vector spaces, matrices, convex sets and functions, and special mathematical 
topics, respectively). This publishing curiosity is an added expense for the 
reader who wishes to buy both volumes, but a convenience for those who want 
to acquire only one. Since Karlin, in Volume I, deals extensively with welfare 
economics one wonders whether this scheme is an application of his own re 
searches and whose welfare is being maximized! 

Karlin writes as a mathematician, more interested in methods than in the 
realism of the models to which the methods are applied, although the two 
volumes contain numerous and most valuable applications to concrete, empiri- 
cal situations and problems. The mathematical treatment is everywhere of the 
highest competence and every tool that is necessary for proof is used, but no 
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show is made of the knowledge of irrelevant parts of mathematics, the author 
certainly not needing to do this in order to impress his readers. Precision and 
clarity in formulation and proof are outstanding, a statement that deserves to 
be made since not all mathematicians or those who employ mathematics write 
clearly, contrary to what most laymen think, Kach chapter is followed by ex 
amples, with solutions given later, and by historical and bibliographical com 
ments. The work thus fulfills the function of giving an excellent summary of 
the fields which it considers, relating newest researches, including many 
hitherto unpublished results obtained by ihe author and some so far only 
privately circulated, and of serving as a texthook for courses attended by stu 
dents with the necessary mathematical sophistication. In considering this 
work I could not help but think of the tremendous steps taken since the 
“mathematical” appendix to Marshall's Principles or even the level of mathe 
matical penetration in the writings of Edgeworth, Walras, and Pareto, 

The first volume is of greater interest to economists than the second. It 
first part consists of four chapters describing the essentials of the 2-person 
zero-sum game with a few economic applications (to bargaining and adverti 
ing); the second part deals extensively with linear and nonlinear programming 
and with economic models, The theory of the 2-person game is amply, but not 
exhaustively, discussed; for example, the extensive form is little developed, nor 
is the important distinction between perfect and complete information, Neither 
is a theory of utility presented which underlies and precedes the establishment 
of a payoff matrix (except for a brief mention on p. 34). The fact that the au 
thor restricts himself to the zero-sum case is regrettable, especially since 
economists are sometimes inclined to think that this is all that game theory 
does. There is barely a mention made of the n-person theory (except to say 
that it is difficult and not yet as fully developed as the 2-person case), al- 
though it is in this vastly larger field that some of the most vigorous and origi 
nal research in game theory is going on at present, Furthermore, it is the n 
person situation which is of decisive importance for economics, especially when 
the payoff is a nonzero sum, i.e., when all participants together gain or lose. 

The second part of Volume I is excellent in presentation and application 
and develops well the intimate connection between programming and game 
theory which has enriched both. The economic models discussed are the classi 
cal ones in their present advanced form. This part ends with the von Neumann 
model of an expanding economy which in scope and mathematical conception 
by far transcends Walras and Pareto and which still offers further interesting 
possibilities. Karlin discusses primarily methods, but appears to consider the 
standard equilibrium theories also to be faithful representations of reality. 
This they definitely are not: the basic Walrasian construct is a limiting case 
only, having very little to do with the true economic problem, which is better 
described as an n-person game. There no participant faces fixed conditions 
and as a consequence merely has to solve a maximum problem. In economic 
reality no maximum problem is given, since no participant controls all vari- 
ables and cannot treat those he does not control as subject to statistical pro- 
cedures. There is, of course, much justification of exploring mathematical 
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methods for the unrealistic Lausanne case; but they will be of little avail when 
the next step is taken and the true distribution of the control of variables is 
considered. 

The second volume explores infinite games, essentially 2-person games in 
which infinitely many strategies are available to each player. Applications are 
to games in which the timing of actions is of paramount importance, as when 
to shoot in a duel, which can be noisy or silent, or mixed, etc, These are games 
that have been investigated extensively at the RAND Corporation, and Karlin 
has had his share in the development of the theory there. The final chapter on 
poker is of exceptional interest, in particular since this game is perhaps the 
closest model we have for describing political and economic negotiations. 

This is an excellent book which will not fail to influence further work and 
which will be welcomed by all those who wish to obtain a thorough under 
standing of the fields with which it deals. 

OskAR MORGENSTERN 

Princeton University 


Lectures on Modern Economic Theory. By J. K. Mewra, Allahabad: Chai 
tanya Publishing House, 1959. Pp. xxii, 221. $3.00; Rs 7.50. 

In this collection Professor Mehta presents nineteen lectures on economic 
theory of particular interest to modern economists. He devotes approximately 
one-third of his work to the methodology of economic science, The balance of 
his material is equally divided between macro- and microeconomics with one 
lecture devoted to input-output analysis, and one to econometrics. 

Mehta disclaims any intent of reconstructing modern economic science be 
cause “a science obeys the law of evolution as much as living beings, The 
present is always born of the past. I have pulled down old structures and 
wherever I have done so, I have, in my own way, raised new ones, But my 
achievement is insignificant. I have laid no new foundations,” Such a penchant 
for understatement ought not blind the student of economic theory to the 
considerable insight and stimulation awaiting him in Mehta’s carefully 
reasoned lectures. 

At the outset the author deplores the narrow view of economic theory re 
straining its practitioners within artificial frontiers where one system of knowl- 
edge is said (arbitrarily) to end, and another to begin. Economics as a dis 
cipline is but one of many systems of knowledge evolving in our efforts to 
know reality, or at least various facets of that reality, as it is revealed 
to us through our senses and our mind. Thus, “a student who pursues his 
study [of our wants and their satisfaction] to its farthest end must find him- 
self surveying a vast land where the entire field of knowledge displays itself 
to him in its manifoldness.” 

Within this conceptual framework, Mehta’s lectures are to be interpreted as 
directing the reader to a fuller appreciation of the interdisciplinary character 
of true knowledge, to the realization that the objectives we set for our science 
demand extension of our inquiries beyond the narrow limits set by conven- 
tional thinking about its boundaries. “If we want to roll on the surface of 
our discipline we need not bother to strike friendship with any other science: 
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if we want to fathom the depth of economics we cannot afford to remain 
friendless.” 

I emphasize Mehta's philosophy of economic theory on grounds, not that 
it conveys the stamp of sincere conviction (as it does), but that it is funda- 
mental to an appreciation of the essence of his logical reasoning and points 
up the penetrating insight of his contributions. The reader will find numerous 
occasions to test Mehta’s conclusions, for each lecture stands by itself as a 
demonstration of economic theory’s greatest attainment, and yet its most press- 
ing need—to better utilize the conceptual formulations and analytical tools 
of allied sciences in the pursuit of knowledge. Mathematics, statistics, philoso- 
phy, human psychology, sociology, biology, history and mechanics can con 
tribute much to the analysis of economic data, often revealing heretofore un 
suspected relationships if effectively applied. 

In addition to the invaluable service rendered to students of economic 
theory, this volume recornmends itself as well for the consideration of eco 
nomic planners and more generally to students of policy formulation and im 
plementation. As Mehta warns, though our economy is concrete and objective, 
“it is governed by abstract forces, patterned principles, and where human 
hands shape its form, there is also the invisible hand that shapes its destiny. 
If we have to remodel our economy we must know the nature of these ab- 
tract forces, of the invisible hand.” 

Alvin Hansen recently observed that the decades of the ’forties and fifties 
witnessed immense forward strides in production and employment, and that 
these gains are directly attributable to an expanded role of government in re- 
modeling and strengthening our capitalistic system, Whether this conclusion 
is warranted or not, the role of economic theory in facilitating and giving 
direction to such attainments is quite clear. Mehta’s exposition adds to our 
knowledge, increasing the probability that new institutional arrangements 
shaped by human hands shall serve to improve the performance of our 
economic system. 

Don V. PLANTZ 

Arizona State University 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Essays on Value and Distribution. By Nicuotas Kavpor. Glencoe: The Free 
Press, 1960. Pp. 238. $6.00. 


Essays on Economic Stability and Growth. By Nicuoias KaAtpor. Glencoe: 
The Free Press, 1960. Pp. 302. $6.75. 


No one can fail to come away impressed from a perusal of these two vol- 
umes, or even just their tables of contents. For they remind us at once of the 
very broad range of subjects to which Mr. Kaldor has made significant con- 
tributions, and the number of his papers which have become classics. 

By and large the books are made up of reprints of older articles, most of 
them well known. There are several exceptions: an interesting essay, “Keynes’ 
Theory of Own-Rates of Interest” (which is rewritten from a portion of an 
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earlier article), and a short note on “Characteristics of Economic Develop 
ment,” were not previously published. In addition, an article, “Capitalist 
Evolution in the Light of Keynesian Economics,” a delightful attempt to 
explain the author’s economic growth model to a Marxian group at the Uni- 
versity of Peking was, until now, relatively inaccessible. These three pieces 
all appear in the volume on Economic Stability and Growth. 

There is little more that can be said about the volumes in general except 
for a warning that they do not make easy reading. Mr. Kaldor character- 
istically overwhelms the reader with a rush of ideas and arguments many of 
whose steps are left to be filled in. Moreover, these writings very clearly il- 
lustrate that it does not always increase comprehensibility to have what are 
essentially mathematical arguments presented (almost entirely) in nonmathe 
matical terms. 

The most controversial portions of the books (and those which, apparently, 
still continue to occupy Kaldor’s attention) are his recent distribution and 
growth models, which he has sought to integrate into one. To these subjects 
the rest of this review will therefore be devoted. 

The main objective of this work is, of course, to provide analytic materials 
in two fields in which the theory is so clearly in an unsatisfactory state. But 
Kaldor also sets himself a number of subsidiary objectives. The first is to 
transform the Keynesian apparatus into a full employment analysis which is, 
I would agree, more relevant than unemployment theory for a model of 
economic development. Second, he wants to incorporate technological progress 


directly into the production function. Third, he is fascinated by, and wishes 
to account for such apparent empirical regularities as the historical constancy 
of labor's distributive share and of the capital-output ratio. Indeed, he states 
that no theory which fails to account for these can be “intellectually satisfy- 
ing 


In somewhat oversimplified form, Kaldor’s model consists of three relation- 
ships. (1) A (lagged) acceleration-principle investment function. (2) An 
output growth function which states, essentially, that the rate of growth of 
production varies linearly with the level of investment. (Because he assumes 
in this relationship that there is a constant flow of innovations, Kaldor prefers 
to call this a “technical progress function.”) (3) A savings function which 
postulates two different marginal propensities to save: a higher one for the 
profit-earner than for the wage-earner. 

The first two of these relationships really form an essentially independent 
growth model of the simplest possible sort. Current investment determines the 
current rate of growth of output via the output growth function, and this, in 
turn, determines the next period’s level of investment (through the investment 
function), and so on ad infinitum. The two relationships can best be described, 
respectively, as a lagged and an unlagged accelerator equation thus: 

(1) Te = — Vou) (investment equation) 
Vea) = at (output growth function) 


*I believe the simplifications serve to lay bare the structure of the model. Incidentally, 
in some unpublished papers Kaldor seems to have changed his mind on the most significant 
omission in my exposition—the role of profits in investment demand. 
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where / and Y represent investment and income respectively. Direct substitu- 
tion then yields the trivial difference equation relationship 


= ka 4 kbl, i 


which determines the time path of investment. 

This growth submodel to me is the most unsatisfactory portion of the 
analysis. Most important, the rather obviously extreme oversimplification of 
the model as a theory of the complex growth phenomenon seems to me to rob 
it both of explanatory power and of usefulness to the policy-maker. In addi- 
tion, the analysis suffers from several other shortcomings. Kaldor speaks of 
(2), his “technical progress function,” as “a single relationship between the 
growth of capital and the growth of productivity which incorporates both 
factors,” and emphasizes that “any sharp or clearcut distinction between the 
movement along a ‘production function’ with a given state of knowledge, and 
a shift in the ‘production function’ caused by a change in the state of knowl 
edge, is arbitrary and artificial” (Stability and Growth, p. 265, his italics). Yet 
on the very next page the technical progress function curve shifts with the rate 
of flow of inventions! Surely, to set up a functional relationship of the sort 
Kaldor implies he has obtained, we must incorporate in it the variables which 
determine the rate of flow of innovations, something which we have, at least 
so far, been unable to accomplish. 

Morevover, I am totally unable to reconcile myself to Kaldor’s employment 
of the acceleration principle in a very-long run growth analysis. He uncere- 
moniously rejects its use in short-run trade cycle models (where it often need 
be used only to represent the fairly innocuous assertion that a rise in output 
will provide some stimulus to investment) on the ground that it takes time for 
capital stocks to adjust to production levels so that, e.g., excess capacities may 
prevent a rise in output from stimulating investment demand. But, from the 
persuasive position that in an intermediate time period a closer capital-stock 
production-level adjustment may be expected, he leaps to the astonishing con- 
clusion that, despite technological change, producers will in perpetuo seek to 
maintain the same capital-output ratio. Even more surprising is Kaldor’s view 
that any sort of explanation of the apparent historical constancy of the capital- 
output ratio can be offered by a model employing the acceleration principle 
and which thus assumes what it sets out to explain!” 

The remainder of Kaldor’s model, his distribution theory, is far more sub- 
tle and not so easily disposed of. The third of his relationships, the savings 
function described above, is the core of this analysis, which states that since 
investment levels are (allegedly) fixed by the considerations already described, 
desired saving must adjust itself to investment rather than vice versa. But 
given his savings function, since total income is taken to be fixed at its full 
employment level, this adjustment can only be accomplished by a redistribu- 
tion of income—a rise in investment must call forth an increase in profits suffi- 
cient to yield the required additional voluntary savings. It follows that profit- 


*I find his proffered explanation of the constancy of the share of wages to be no more 
convincing since it requires both a constant ratio of investment to output (even the accelera- 
tion principle does not predict this) and historically constant marginal propensities to save 
out of profits and wages (Value and Distribution, p. 231). 
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earners can increase their incomes more by holding back savings (i.e., by 
spending more), for with a relatively low propensity to save out of profits it 
will take a large rise in profits to get them to make the required contribution 
to saving. This is the celebrated widow’s cruse feature of the model—the more 
the capitalist spends, the more he receives for further expenditure. Un- 
fortunately, not so happy is the lot of the worker, who, by increasing his con- 
sumption, makes it all the more necessary to increase savings via a larger 
share of profits. 

The machinery which produces this result is fairly simple. Given the total 
level of income, an excess of investment over desired saving causes prices to 
rise faster than wages because of the stickiness of wages, and so creates the 
necessary (long run) increase in the share of profits. 

What can we say about this theory? First of all, very much to its credit is 
the fact that it is a theory of distribution. After all, it is not very clear that 
the literature offers us any alternative. At the level of the firm the marginal 
productivity theory is really a hypothesis about the determination of the 
magnitude of the demand for inputs, and it tells us relatively little about dis- 
tributive shares. Unless one is prepared to make very strong assertions about 
the nature of the production function, marginal productivity theory leaves 
us with no more than the rather unsatisfying conclusion that the share of 
wages is somehow determined out of the complex of factor supply and de- 
mand relationships by the grindings of the mighty and complicated machinery 
of the general equilibrium system. 

Kaldor’s analysis suffers from no such shortcomings. It goes directly 
to the point—the shares of profits and wages—and shows directly how 
these can be determined in terms of the values of a few well specified 
parameters. 

Yet, one cannot feel completely happy about the construction. One must 
ask whether, given the level of income, its distribution is in fact the only 
variable which can produce the significant long-run adjustments in savings in 
which Kaldor is interested. If not, e.g., if the role and structure of the financial 
system can produce such changes, may not these, rather than income distribu- 
tion, gradually accommodate themselves to the investment requirements of 
the economy? 

Perhaps more important, we have usually believed that, in the long run, 
investment often adapts itself to savings and that, for this reason, low sav- 
ings levels can be a serious obstacle to growth. Kaldor would have us see 
things the other way round. But, if we reject the rigid long-run accelerator, 
the level of investment is no longer imposed upon us, and with that, savings 
are also freed to wander where they will. Perhaps, then, our old fashioned 
worries about inadequate savings may have some validity after all. In asking 
such questions I must be careful not to imply that their answers are obvious. 
I am neither certain that there is no element of truth in the distribution theory 
nor do I have any better alternative to offer. Indeed, it is all too easy to 
ridicule any such simple theory whose very simplicity is really a most sub- 
stantial asset. I only conclude that Kaldor must pardon the profession for 
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hesitating to leap aboard his bandwagon until it is provided with more con- 
clusive evidence on the relevant facts. 


J. BAUMOL 
Princeton University 


Collected Economic Papers. Volume Il. By Joan Roptnson. Oxford: Basil 
Blackwell, 1960. Pp. viii, 281. 30 s. 

Over the past decade increasing numbers of eminent economists have given 
us, in increasing numbers, volumes of their selected essays. These have often 
been culled from obscure sources, and occasionally (when the initial publica- 
tion was foreign) presented for the first time in their original English. The 
present volume represents Mrs. Robinson’s third appearance in this particular 
form of “hard covers.” It also represents the quintessence of this form of re- 
printing: one of the essays included is “The Rate of Interest,” the title piece 
of an earlier collection (1951), now out of print. 

This second volume of Mrs. Robinson’s collected papers has been divided 
into four parts, the first two longer than the rest and combining more indi- 
vidual selections. Part I combines two subjects, the general theory of value 
and the theory of economic development, which Mrs. Robinson (along with the 
Marxians) feels have been separated artificially through the years by academic 
orthodoxy. The second section combines the theory of capital and the theory 
of distribution, of which the same can be said with less claim to originality. 
In Part III, Mrs. Robinson fouls her own nest, minimizing the import of the 
static theory of imperfect competition to which she owes her initial reputa- 
tion and perhaps (if I may hazard a guess) the greater part of her per- 
manent reputation as well. Part IV, finally, returns to monetary interest theory 
and the problem of inflation. 

The whole is strongly controversial, marked by the animus of Mrs. Robin- 
son’s recent work against the Marshallian tradition of her upbringing. Her 
allegiance to the Keynesian Left continues more Keynesian than Keynes, to 
the extent that the master, rewriting today his last essay on the U.S. balance 
of payments (with a postscript “I told you so!’’) might well include a footnote 
on her forced paradoxes in his famous reference to “modern stuff gone silly 
and sour.”’ The outspokenness of Mrs. Robinson’s various positions, and her 
intolerance of opposition particularly from academic sources, leaves the pacifist 
reader longing for Yeats’ “land of faery . . . Where nobody grows old and 
bitter of tongue.” 

Consider Mrs. Robinson’s recurrent attack on Marshallian orthodoxy for 
assuming static conditions in a growing economy, and more explicitly for 
neglecting capital growth in its static theory of price and distribution. Here the 
decision could be hers on points, since static and stationary states are indeed 
confused in Marshall, had she only pointed out with care what difference it all 
makes (assuming the periodic net increment of capital to be but a minor com- 
ponent of the stock). It is the contention of most of us that most of the time 
Marshall’s slip makes no difference whatever to Marshall’s problems—surely 
no more than is involved for physics by assumptions about the perfect vacuum. 


414 THE AMERICAN ECONOMIC REVIEW 


Mrs. Robinson thinks she has some analogy to relativity economics by the 
tail here, but her argument reduces to carping where it should go on to open 
Einsteinian horizons. 

The same can be said of her attacks on the theory of capital, and on pro- 
duction theory generally, for abstracting from changes in capital value con- 
sequent upon changes in techniques, prices, and interest rates. Of course she 
is right. Capital theory in particular suffers from a hiatus at these points, con- 
cealed rather than resolved by quasi-index-number assumptions. It is ac- 
cordingly easy to tear down the impressive structure erécted on these shaky 
foundations. But Mrs. Robinson has little to replace it with, and more im- 
portant, she again fails to show us what real difference our ambiguities make. 

On technical change particularly, Solow has suggested in a path-breaking 
article (Review of Economics and Statistics, Aug. 1957) a way to disen- 
tangle its effects from those of movements along the production function, and 
thereby to apply the static production function to a dynamic society. It seems 
incumbent on Mrs. Robinson, writing three years later, to pay more atten- 
tion to such work than offhand comments on “brilliance” that “dazzles more 
than it enlightens” (p. 132) or on the dependence of Solow’s results upon a 
type of technical progress which, however special, may be the dominant one 
in practice. 

M. BRONFENBRENNER 

University of Minnesota 


Theory of Value. An Axiomatic Analysis of Economic Equilibrium. By 
GerArD Desreu. Cowles Foundation for Research in Economics, Mono- 
graph 17. New York: Wiley, 1959. Pp. ix, 114. $4.75. 

The main theme of this uniquely structured piece of work is competitive 
equilibrium in its static aspects. Of the seven chapters, Chapter 5 deals with 
the existence, Chapter 6 with the optimality properties, of such an equilibrium. 
Chapter 7 may be viewed as a sample of the technique of applying the abstract 
results to situations (here, uncertainty) not covered by the more narrow inter- 
pretations of the concept of a commodity. The conventional interpretations 
of the concept, including their possible differentiation as to time, place, etc., 
together with the corresponding price concepts, including interests rates, are 
provided in Chapter 2. Chapters 3 and 4 are devoted respectively to produc- 
tion and consumption, with complete concentration on those phenomena 
which are of direct relevance for the problems of the existence and optimality 
of the competitive equilibrium. Chapter 1 provides the mathematical back- 
ground for the remainder of the book. 

The interest of the economic theorist in the rigorous analysis of the compe- 
titive equilibrium, pioneered by Walras and Pareto, has had its ups and downs 
during recent decades. The ’thirties, although marked by focus on phenomena 
difficult to fit into the framework of the perfectly competitive model (mono- 
polistic competition, involuntary unemployment), also witnessed a renewed 
interest in the logical structure of the classical model (if only for comparison 
with the Keynesian), and, quite independently, the first application (by 
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Abraham Wald) of rigorous modern mathematics to the problem of existence 
of the competitive equilibrium. 

In the decade following the second world war the problem of existence was 
attacked afresh and the use of powerful mathematical techniques has led 
to results of impressive generality. Without undertaking the dangerous task 
of apportioning historical merit to the various outstanding contributors 
(among them McKenzie, Gale, Nikaido, and Uzawa) it is proper to note the 
crucial role played by the Arrow-Debreu paper (Zconometrica, 1954) and a 
series of papers published by Debreu between 1951 and 1956. The existence 
theorem given by Debreu in the monograph [(1) in section 5.7, pp. 83-4] 
corresponds very closely to Theorem I of the 1954 Arrow-Debreu paper. Ex- 
cept for telegraphically compressed comments in the Notes (pp. 88-89), no 
attempt is made to present the most powerful results already available at the 
time the book was written. This is due to the author’s stated policy of mini- 
mizing the cost of erecting the required axiomatic structure. 

The chapter on optimality contains two results: on the optimality of the 
equilibria, and on the “reachability” (static) of optima through the competi- 
tive equilibria section (6.3, p. 94 and 6.4, p. 95 respectively) ; the formulation 
is very close to that of Debreu’s 1954 paper on the subject which in turn is 
a lineal descendant of the basic paper by Arrow (1950), with the work of 
Lange, Koopmans, Allais and Debreu also in the background. Here again the 
results presented are not as general as those contained in the author’s own 
earlier work. 

This renunciation of generality, added to the monograph’s other self-im- 
posed limitations (e.g., exclusion of monopoly, dynamics, external [dis]eco- 
nomies, indivisibilities) , points up the author’s chief objective: the construction 
of a rigorous, self-contained axiomatic structure leading to certain basic pro- 
positions of economic theory. 

In order to accomplish this, a sharp distinction is drawn throughout be- 
tween parts of the formal structure and their interpretation. Thus, after seven 
and a half pages devoted to the discussion of commodities and prices (which, 
by the standards of this monograph, is an extreme in talkativeness), the fol- 
lowing is a complete formal summary: “The number / of commodities is a 
positive integer. An action a of an agent is a point of R', the commodity 
space. A price system ? is a point of R'. The value of an action a relative to a 
price system p is the inner product p.a.” And then the author adds: “All 
that precedes this statement is irrelevant for the logical development of the 
theory” (p. 35). 

To attain the logical rigor, all of the economist’s terms of discourse are sys- 
tematically defined with the help of the mathematical vocabulary introduced 
in Chapter 1. Thus production is described in terms of certain subsets of a 
finite-dimensional Euclidean space (interpretation: feasible production sets, 
commodity space), consumption in terms of certain sets (interpretation: con- 
sumption possible aside from budget limitations) and binary relations (in- 
terpretation: preferences). 

In turn, the mathematical vocabulary is introduced in a manner that uses 
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relatively few primitive terms (e.g., set) and (taking for granted the ma- 
chinery of logic) defines other terms (e.g., cone) in terms of the earlier ones. 
One’s first reaction may be that the author should have referred his readers 
to standard texts in mathematics, rather than resorted to such complete cov- 
erage. Actually, had he attempted this, he would not have saved many of the 
24 pages devoted to the exposition of mathematics, given his determination to 
state explicitly every one of the notational and terminological conventions and 
all the mathematical theorems used in the remainder of the work. Thanks to 
this procedure we are not in doubt as to the notational distinction between 
the empty set and the origin; similarly, while the term “preordering” may 
seem strange or unnatural, its consistent use and the availability of a formal 
definition in Chapter 1 eliminates ambiguity from the assumptions on prefer- 
ences in Chapter 4. 

One should be clear, of course, that most of present-day mathematical 
economics work is done in a similar spirit of rigor and completeness, but 
Debreu’s Theory of Value is unique in its uncompromising devotion to main- 
taining the clarity and rigor of the axiomatic structure even at the expense of 
other objectives. One detects the influence of the contemporary classic ex- 
position of modern mathematics in the Eléments de Mathématique whose 
authorship is officially ascribed to the nonexistent Bourbaki. It may not be 
out of place, therefore, to point out that the existence of Gerard Debreu as 
a flesh and blood individual is firmly established, although without the bene- 
fit of the axiomatic method. 

That Debreu should have succeeded in his methodological objective gives 
his book significance that transcends the particular competitive equilibrium 
theorems on which he has concentrated. But there is a heavy price to be paid 
for this success. As modern communication theory teaches, there is value in 
redundance; its absence from the monograph (especially in proofs of theorems) 
makes for extremely difficult reading of crucial sections, and the occasional 
effort at motivating the proof (e.g., the last two paragraphs of Section 5.6) 
seems to presuppose a degree of insight that would make the explanations 
given almost superfluous. 

While brevity of terms is a virtue, and the use of new terms minimizes the 
danger of confusion due to the reader’s (possibly inaccurate) preconceptions, 
one feels that it would have been reasonably safe to mention that “equilibrium 
of the private ownership economy” (p. 79) corresponds to “competitive 
equilibrium” as used by most authors, or that “optimality” of Chapter 6 is 
the familiar “Pareto-optimality.” 

The didactic value of the monograph would have been increased immeasur- 
ably, had the author provided some examples in the crucial Chapters 5 and 6. 
It would have been nice to have a model in which, for instance, all the as- 
sumptions of the main existence theorem are satisfied and the equilibrium 
prices and quantities exhibited. But, more important, one’s understanding of 
the problem would have been greatly deepened by examples lacking equilib- 
rium due to the failure of one or another of the assumptions. If, as I hope, 
there is to be a second edition of this monograph (and I realize that this 
suggestion alone is enough to make an author into a morial enemy), a pro- 
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vision of such examples would be a boon to those among us who do not merit 
Debreu’s flattering estimate of our skill in “making up our own,” and I feel 
certain that even Bourbaki would not disapprove. 

Any feelings of unhappiness one may have with regard to the deliberate 
austerity and exclusions that characterize Debreu’s Theory of Value are of 
minor significance as against the usefulness and beauty of the high-precision 
instrument it contains. It would not surprise me if it turned out to be one 
of the few classics produced in our period. 

Leonip Hurwicz 

University of Minnesota 


Statistical Cost Analysis. By J. JouNston. New York: McGraw-Hill Book 
Co., 1960. Pp. ix, 197. $6.75. 

This slim volume presents substantial contributions both to the theory and 
technique of statistical cost analysis and to the slowly growing body of em- 
pirical analyses of cost-output relations. The first three chapters present an 
excellent statement of the hypotheses underlying statistical cost analyses and 
the problems of statistical estimation encountered. After revealing the extent 
of the hazards, Johnston is indeed a courageous statistical investigator to pro- 
ceed, undaunted, to the presentation in Chapter 4 of seven empirical studies 
which he has made. These studies are on the whole well done but present 
nothing that is startlingly new in methods or results. They use the same 
techniques and have the same weaknesses displayed by earlier studies. The 
fifth chapter summarizes earlier published studies. The summarization, while 
reasonably comprehensive, is with a few, apparently random exceptions, much 
too brief and too uncritical to be of much help. The final chapter appraises 
some of the major criticisms of the techniques of statistical cost analysis. Here 
the author makes some interesting contributions to the evaluation of the 
methods used. These contributions to our analytical techniques will them- 
selves become the subject for further evaluation by statisticians and econo- 
metricians. 

According to the editor’s introduction, “The book is not intended as a text; 
its purpose is to serve as a reference work for courses in economic theory, 
theory of the firm, business economics and business administration, operations 
research, and accounting.” The first three chapters are admirably suited to 
this purpose and should find wide usage in a variety of courses. The 
studies in Chapter 4 are good examples of empirical studies but they 
are not presented, and do not seem to have been selected, for their coverage 
of different theoretical situations. They are, rather, studies based on data 
which the author was able to obtain. If the purpose in presenting the studies 
was to give general students a comprehensive picture of what cost-output 
studies have shown, published or unpublished studies by researchers other than 
the author should have been presented in detail. The summaries in Chapter 
5 are much too brief to serve this purpose. The bulk of the book (Chs. 4-6) 
is more a contribution to the monographic literature on the subject than 
a reference work for students in general courses in economics and business 
administration, 
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The level of mathematical sophistication demanded of the reader varies 
greatly and sometimes abruptly. Chapters 1 and 2, with the exception of a 
passage on pages 8-9 which might well have been relegated to a footnote, re- 
quire only the minimal grasp of functional relationship which serious students 
of economics might be assumed to have. The last half of Chapter 3 and oc- 
casional passages in Chapter 4 are a bit more demanding. Much of Chapter 
6, on the other hand, demands a degree of mathematical competence beyond 
many if not most graduate students in economics and a fortiori, those in 
business administration. 

This review is not the place for a detailed critique of Johnston’s own 
empirical studies presented in Chapter 4. They are generally of high quality 
and merit detailed discussion. Unfortunately they have their quota of flaws. 
Two of the more serious are, first, the failure to analyze or even to note the 
anomalous results of the regression analyses on firms 14 and 39 in the study 
of electricity generation in Section 4-1. Here, one regression shows negative 
marginal cost for almost one third, the other for well over a half of the ob- 
served range of output variation. Second, in the study of road passenger trans- 
port in Section 4-2 he corrects fuel costs by an index of the ratio of miles per 
gallon to price per gallon of fuel. “The resultant deflated fuel costs display a 
strong linear relationship with car miles” [p. 80 and Fig. 4-13(b)]. They 
should, since because of the method used, “deflated fuel costs” are really an 
index of car miles! The effect of this slip on the study is not too serious since 
this just removes one possible cause of average cost variation. Unfortunately, 
however, the validity of the cost-output relation found for road passenger trans- 
port must be questioned because output variations are highly seasonal and 
there are reasons other than low output which might well make unit costs high 
in the winter. The substantial variations in cost with little or no variation in 
output revealed in Fig. 4-14 re-enforce this caveat. 

Without ever quite saying it Johnston gives the impression that he con- 
cludes, on the basis of his own studies and his review of the studies made by 
others, that “constant, short-run marginal cost and an L-shaped long run 
cost curve” are the rule (p. 193; see also pp. 168 and 170). The reviewer’s 
conclusions are somewhat different. With respect to the long-run cost function 
he would still emphasize as he did earlier’ that increasing factor costs and 
increasing distribution costs seem in practice to curtail plant expansion be- 
fore the minimum cost size under ceteris paribus assumptions is reached. 

The reviewer would disagree more strenuously with a conclusion that short- 
run marginal cost is constant. The empirical evidence suggests that outside 
agriculture and especially in manufacturing marginal cost generally rises little 
until “capacity” is reached. What little evidence we have suggests that at this 
point it rises sharply? while the logic of the situation suggests that we will 
seldom get observations of output beyond capacity. 

*In Business Concentration and Price Policy, National Bureau of Economic Research, 
Princeton 1955, pp. 229-30. 


* See, for example, two cases noted in Cost Behavior and Price Policy, National Bureau 
of Economic Research, New York 1943, pp. 100-101. 
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The most fundamental criticism I would make of the book is that the an- 
alytical technique used by Johnston and by most other investigators contains 
what I conceive to be a misuse of the tests of statistical significance. He sets 
up the tests to throw the burden of proof onto the hypothesis which accord- 
ing to generally accepted economic theory has the greater a priori likelihood. 
The tests used ask the question: Is there statistically significant evidence 
that the marginal cost function is U-shaped? The question should be: Is there 
statistically significant evidence that the marginal cost function is not U- 
shaped? 

Johnston frequently fitted cubic total cost functions to the data. He then 
says, for instance on page 58, “the inclusion of the terms in... X? or X* did 
not add significantly to the percentage of explained variability, so that the 
linear equation is taken as our estimate. . . .” The statistical tests show that 
the probability that the curvilinearity was imparted by random variations 
was greater than 5 per cent. He assumes that the mathematically simpler ex- 
planation is to be preferred a priori; therefore he rejects the curvilinear re- 
gression which is to be preferred a priori on economic grounds. 

An a priori preference for the mathematically simpler hypothesis has gen- 
erally proved to be a good rule in the natural sciences, but this is no reason 
for a presumption in its favor in economics. As early as 1838, Cournot noted 
that the functions describing economic reality do not seem to display the 
mathematical simplicity of the great laws of physics. 

If one holds that generally accepted economic theory provides valid a priori 
grounds for preferring a cubic total cost function the relevant test would seem 
to be: Are the chances greater than 95 per cent that the curvilinearity arises 
because of random variations. This test would reject X? and X* terms only 
in rare instances. On the other hand, it might not infrequently yield a con- 
clusion that would be even more embarrassing to the orthodox theory upon 
which its presumption is based. The cubic total cost function might yield an 
inverted-U marginal cost curve, that is, marginal cost rises slowly to a peak as 
output increases and then falls. 

The greatest scholarly contributions and the most controversial material 
in the book are in Chapter 6, “A Critique of the Critics,” and in Section 4.7. 
Johnston’s criticisms are not always entirely fair to the earlier critics but they 
display power and ingenuity. The critique is a trenchant attack on criticisms 
made by those of us who have challenged the validity and/or the relevance 
of cost-output studies showing constant short-run marginal cost and declin- 
ing long-run average cost up to maximum size of plant. 

Johnston’s criticisms demand detailed review which is impossible here. He 
states and limits his conclusions carefully; there is serious danger, however, 
that all but the most careful readers will infer greater generality than seems 
to me warranted. 


CALEB A. SMITH 
Brown University 
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Bargaining and Group Decision Making: Experiments in Bilateral Monopoly. 
By Sipney Srecet and Lawrence E. FourAker. New York: McGraw- 
Hill Book Co., 1960. Pp. x, 132. $4.90. 


“Among all the behavioral sciences, economics is clearly the leader in the 
development of sophisticated and rigorous theory. The development of eco- 
nomic theory has far outstripped the development of empirical means for dis- 
posing of alternative hypotheses derived from theory. 

“On the other hand, of all the behavioral sciences, psychology has given the 
greatest attention to the development of rigorous experimental methodology.” 
(Pp. 71-72.) 

The time is ripe, the authors of this book suggest, for an interdisciplinary 
union of these distinctive skills; and this product of their own collaboration 
(Professor Siegel is an experimental social psychologist) gives very persuasive 
support to their argument. Even those who have little direct interest in bar- 
gaining theory will find this pioneer work well worth their time, as an in- 
troduction to the methods and the considerable promise of “experimental eco- 
nomics.”’ 

Bargaining theory is a particularly suitable area for this joint approach. 
Most hypotheses in this field require, for their confirmation or rejection, a 
sort of data which nonexperimental observation in the economic sphere simply 
has not provided. Diplomats in negotiation are forced to commit to writing, 
day by day, their current evaluations, fears, uncertainties, goals and proposed 
tactics, for the cable or diplomatic pouch; and occasionally this record is 
exposed to the public, providing relatively usable data for the bargaining 
theorist, who is interested not only in what the decision-makers did but in why 
they thought they were doing it, and what they saw as their alternatives, Un- 
fortunately, General Electric does not publish a “White Paper” or a “Yellow 
Book” when negotiations with unions, suppliers or purchasers break down. 
Though antitrust litigations, like war crimes trials, do furnish some tantalizing 
documentation on the bargaining process, an adequate trail of paper just does 
not exist; nor do union negotiators, like ambassadors, publish memoirs re- 
counting the exact sequence of demands and expectations in a critical session. 

Most bargaining theories refer to such variables as the information avail- 
able to each bargainer, his “level of aspiration” (roughly, utility payoffs), his 
expectations; yet in the data usually available on economic transactions, the 
associated states of these variables cannot even be discovered, let alone con- 
trolled. A result has been some lack of interest in bargaining theory, which 
has offered for various problems whole sets of plausible but contradictory 
“solutions,” with no evident hopes of choosing among them empirically. An 
experimental approach, offering means of measuring and manipulating these 
variables under controlled conditions, may make many old propositions op- 
erational at last, and some of them useful. Even more important (an ad- 
vantage the authors might have stressed) may be the heuristic value of this 
approach, in suggesting new hypotheses and new dimensions to the bargain- 
ing problem. 
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In the hands of these authors, the method shows not only promise but re- 
sults. Their data indicate strongly that bargainers under simulated bilateral 
monopoly conditions tend to negotiate contracts at that quantity which maxi- 
mizes the joint payoff, and that dispersion around that amount can be re- 
duced by increasing the amount of information possessed by the bargainers; 
moreover, the division of this joint payoff proves closely related to relative 
levels of aspiration and information. A reader who examines the experi- 
mental conditions, including the precise information given the subjects (par- 
ticularly in the “incomplete information” case), will find the actual results for 
these and other cases more impressive than may appear here. 

The experimental design seems careful and imaginative; in general, the 
skills of the experimenter show off to somewhat better effect than those of 
the theorist in this work. The abstract “bargaining model” proposed reveals 
too many measurement problems, at this stage of investigation, to rise much 
above tautology. A major limitation on the results is that restrictions on com- 
munication (quite justifiable in these early experiments) rule out many 
forms of threat behavior, including “commitment”; this is probably a main 
reason (one the authors fail to suggest) for the fact that only one pair of 
subjects failed to reach a contract, and it may have influenced the pattern of 
contracts significantly. 

The concept of level of aspiration, borrowed from psychology, may prove 
a most fruitful addition to economic theorizing in this area; it can lead to test- 
able and interesting hypotheses on the structure of utility payoffs in a par- 


ticular situation (where only objective outcomes are known directly), on 
changes in that structure which may occur during and as a direct result of the 
bargaining process, and on a possible dependence of the utility function upon 
expectations. 


DANIEL ELLSBERG 
The Corporation 


Wirtschaftsprognose und Wirtschaftsgestaltung. Edited by Hans Bayer. Ber- 
lin: Duncker & Humblot, 1960. Pp. 318. DM 32. 


This is a collection of papers read at the international conference which 
took place at the Social Academy in Dortmund during 1959. Papers are fol- 
lowed by a verbatim report of the discussion. The title of the book refers 
to two main themes of the conference: Prognose and Gestaltung. Prognose is 
equivalent to forecasting not only numerical magnitudes but also structural 
changes; Gestaltung is a mixture of decision-making and its implementation, 
planning, and shaping of economic relations (economic order). The interde- 
pendence of decision-making and forecasting is intended as the unifying ele- 
ment of the book. 

Hans Bayer, the director of the Academy and the editor of the book, sets 
the tone by stating in his introductory paper that forecasting is worthwhile 
only when its results can be used to influence the market: hence a small firm 
which cannot make its impact felt has no use for forecasting. Powerful firms, 
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government (central or local) can afford both to pay for forecasting and to 
use its findings in order to shape the market. Bayer seems to be unaware of the 
advantages a small firm can derive from the forecasts of ups and downs of the 
economy as a whole, even if they do not affect the relative position of the 
firm in industry. 

The use of forecasting by various economic decision-makers is not made 
any clearer by Bayer’s insistence on the basic conflict between private firms 
and the interests of the economy as a whole. Lack of countercyclical pol- 
icy and profit maximization, which according to Bayer are characteristic of 
private firms, are completely opposed to welfare maximization and the policy 
of maintaining full employment—two main aims of the whole economy. This 
thought, under various guises, reappears in the book time and again. Thus a 
Swedish cooperativist, Ohde, thinks that cooperatives are on the side of social 
planning, i.e., of Keynes and Beveridge who wanted to give greater security 
and defended those economically weak (this is Ohde’s summary of Keynes’ 
and Beveridge’s views). Private enterprise is considered unable to give the 
greatest possible satisfaction to the great part of the population. Such state- 
ments are not followed by attempts to prove them. Only Mey of Amsterdam 
is an exception. He tries to show that only public and communal enterprises 
satisfy maximum needs of the public while just covering their costs. Maximiz- 
ing profits cannot lead to the same result, he claims, because firms wish to 
earn profits besides covering their costs. Mey’s proof seems to depend on the 
tacit assumption of constant variable costs per unit while the proportion of 
fixed and variable factors is changing, that is on the rejection of diminishing 
marginal returns. 

The tendency to question the usefulness of private enterprise and profit 
motivation leads to hints of a necessary reconstruction of the social order. 
Positive suggestions are not abounding. The participants are clearly dissatis- 
fied with too much stress on profit-making and are frightened by the prospects 
of the fully planned economy, as known in East Germany. They like to refer 
to an economic order based on cooperation of private firms within trade as- 
sociations and in contact with public bodies. 

The meeting was more successful in the way in which it dealt with ra- 
tionality and uncertainty in decision-making. Papers by Potthoff and Koch 
indicate that business planning need not be rigid; on the contrary, it must 
take into consideration stochastic elements in the economy. The participants 
welcomed the prospect of a marriage between planning and the determination 
of goals of economic activity on one side, and the freedom of the participants 
in the economic process on the other. In the course of the discussion it 
was made clear that there is a room for uncertainty in the decisions at 
various levels: operations research, planning by business, governmental de- 
cisions. 

Battara from Rome supplies an article on the use of governmental inter- 
vention based on modern macroeconomic theory. De Wolff presents the practi- 
cal problem of economic planning, persuasion, and cooperation of various 
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social groups in the Netherlands. Tinbergen adds a few interesting remarks on 
forecasting in underdeveloped countries. 

The book is likely to be of little interest to U.S. economists except for stu- 
dents of the development of economic thinking in Germany. 


STANISLAW WASOWSKI 
Georgetown University 


The Critics of Keynesian Economics. Edited by Henry Haztirt. Princeton: 
D. Van Nostrand Co., 1960. Pp. viii, 427. $7.00. 

Having failed to breach the Keynesian citadel with his solo attack in The 
Failure of the New Economics, Henry Hazlitt has brought up some heavy 
artillery in an effort to demolish the General Theory. From the voluminous 
anti-Keynesian literature read in preparing his previous volume, Hazlitt has 
chosen 19 reviews, articles and miscellaneous selections published between 
1936 and 1958, plus selections on the “law of markets” from J. B. Say and 
J. S. Mill thrown in as background—accessories before the fact so to speak. 
Included are well-known papers by Jacob Viner (1936), Frank Knight 
(1937), Franco Modigliani (1944), John H. Williams (1948), and Arthur 
F. Burns (1954); others are by Hayek, Mises, Répke, McCord Wright, 
B. M. Anderson, W. H. Hutt, Jacques Rueff, and Albert Hahn; and the light 
artillerymen are economic writers Philip Cortney, Gordon Wasson, Garet 
Garrett, J. S. Lawrence, and M. Palyi. Meriting special mention is Etienne 
Mantoux’s 28-page review (1937), which appears for the first time in English 
translation. 

In Hazlitt’s 10-page general introduction no language is too scathing for 
Keynesian economics, which is denounced as “one of the intellectual scandals 
of our time.” Hazlitt says “. . . all Keynes’s recommendations for practical 
policy are unsound,” and: “What is original in the book [General Theory] is 
not true; and what is true is not original.”” He even denies Keynes the origi- 
nality of his errors. 

Since everyone knows what Hazlitt stands for and what Keynes stood for, 
let us take a fresh look at the gulf which separates their thinking. Clearly their 
differences on economic theory stem from different views concerning the 
nature and behavior of the capitalist system. Capitalism requires cooperation 
between free workers who do not possess the nonpersonal means of production 
for self-employment and the so-called capitalists who own or control the non- 
personal means of production. This cooperation takes the form of a wage 
bargain in which workers offer their labor services to capitalists, and capital- 
ists in turn agree to pay the workers for putting the means of production into 
operation. Now if some workers remain unemployed and some means of pro- 
duction remain idle, the question arises whether the fau!t lies with the wage- 
earners for withholding their labor or with the capitalists for withholding the 
means of production. Hazlitt and those who think as he does will not concede 
that unemployment can be a fault of capitalism per se. They blame imper- 
fections in the market, especially rigidities of wages and prices. 
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Keynes, on the contrary, maintains that employers withhold the means of 
production from workers. He calls his analysis of the withholding process the 
theory of a monetary economy, by which he means that the essential proper- 
ties of money and interest result in unemployment (General Theory, p. 235). 
In the absence of money, or of any other asset with the properties of money, 
equilibrium would be reached only at full employment. The most essential 
characteristic of money is its high liquidity premium, which results because 
money is the socially recognized form of private wealth. Under the system of 
production on private account, employers will give workers access to the 
means of production only if they anticipate that the state of effective demand 
will result in the conversion of real goods into money on favorable terms. 
Money in this sense represents, stands for, private property in general. The 
marginal efficiency of holding money (the rate of interest) will fall more 
slowly than the marginal efficiency of particular kinds of wealth (the rates of 
return on real capital assets). 

Keynes’ fundamental theoretical proposition is that there can be an equi- 
librium at less than full employment, whereas Hazlitt says that the idea of an 
equilibrium at less than full employment “is a contradiction in terms” (p. 5). 
Both are correct! There can be equilibrium at less than full employment with- 
in the framework of Keynes’ theory of a monetary economy, and there cannot 
be equilibrium at less than full employment within the framework of Hazlitt’s 
“classical” economics. This conclusion, however, is not very helpful. Equi- 


librium and disequilibrium have nothing directly to do with the facts of ex- 


perience and offer no guide to action. In the non-Euclidian (nonclassical) 
world of Keynesian monetary economics the maxims of the Euclidian (classi 
cal) world of real-exchange economics are quite irrelevant. Moreover, rigidity 
of wages and prices is not fundamental in the Keynesian system of equilibrium 
because the characteristics of wages and prices are derivative from the proper- 
ties of money. 

Whether a situation of large unemployment is described as one of equi- 
librium or disequilibrium is not important. The issue of unemployment can be 
joined only by discovering the operational meanings of these two systems and 
by testing the workability of the respective remedies. Theory and practice are 
systematically linked in the thought of both Keynes and Hazlitt, which is 
more than can be said of economists like Pigou and Patinkin, who seem to 
accept Keynesian remedies while rejecting Keynesian theory. As is well known 
to every reader of the weekly press, Hazlitt attributes economic evil—be it 
unemployment, inflation, gold outflows, or what not—to the behavior of trade 
unions and to New Dealish labor legislation. Presumably he believes a state 
of bliss would come to pass if trade unions were broken and labor legislation 
repealed. This is a testable hypothesis, but not one likely to be tested. The 
political temper of modern democratic societies renders Hazlitt’s position un- 
realistic in the sense that it calls for a more or less complete return to the 
never-never land of nineteenth-century laissez faire. Henry Hazlitt reminds 
one of the Japanese soldier who was found on an isolated Pacific isle a decade 
or more after the end of the second world war, unwilling to accept the fact that 
the war was long since over, and lost. Courage and perseverance in the face of 
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opposition are qualities not to be taken lightly, but there is also merit in 
knowing that the war is over and in what century one is living. 


Duptey 
University of Maryland 


Industrial Pricing Policies: An Analysis of Pricing Policies of Danish Manu- 
facturers. By B. Foo. Amsterdam: North-Holland Publishing Co., 1960. 
Pp. viii, 229. $4.75. 

This is a welcome translation of the 1958 original, which reports an investi- 
gation made in 1951-55. The following remarks seek to supplement rather 
than duplicate the perceptive review of the Danish edition by Goran Ohblin 
(this Review, March 1959, pp. 165-67) and to relate the book to some very 
recent work in the field. 

Professor Fog’s study is mainly a comparison of marginal and full-cost 
pricing in Danish manufacturing of footwear; radio and television; and paint, 
dyestuffs, and varnish. Because the connection between full-cost pricing and 
oligopoly is crucial, we regret that to preserve anonymity he had to omit a 
case study of an industry “with very few members.” Actually, the author 
studied 139 firms in more than 18 branches of industry and used much supple- 
mentary material as well (some from America). An apparent innocence of 
modern survey sampling methods reduces the value of the data for generaliza- 
tion, but, on the other hand, the care and skill with which he conducted his 
interviews greatly enhances it. In particular, he was not misled by differences 
between business and economic terminology. If his cases are less reliable than 
full-dress industry studies would be, they are nevertheless far superior to 
studies based on mere questionnaires, oral or written. 

Full-cost formulas come in many variants, and the most interesting part of 
the book is a fascinating collection of examples of how they are in practice 
modified to take account of market conditions (Ch. 5 and 6). No student will 
want to miss these. Fog concludes that full-cost pricing is common as business 
procedure, yet marginalism often adequately describes the results of business 
decisions. Thus although he greatly enlarges the evidence, his results are like 
those in Heflebower’s 1952 review paper (published in Business Concentra- 
tion and Price Policy, 1955). This inspires confidence in both works, though it 
diminishes the novelty of the later one. 

While this reconciliation of the two pricing approaches was occurring, there 
has been re-examination of the central concept, profit maximization. Most 
economists now reject, as too restrictive, maximization of profits by means of 
objectively-known, short-run marginal revenue and cost functions. But when 
the principle is broadened, it sometimes tends to become vague or tautologous. 
Probably this is why a number of recent studies’ propose other, presumably 
more definite, goals of business behavior as bases for prediction: goals which 
also are said to be more “realistic.” Wiles, asserting “it is purely a matter of 


* Here we examine: P. J. D. Wiles, Price, Cost and Output (Oxford, 1956), Ch. 5; W. J. 
Baumol, Business Behavior, Value and Growth (New York, 1959), Pt. I; and R. F. Lan- 
zillotti, “Pricing Objectives in Large Companies,” this Review, Dec. 1958, 48, 921-40, and 
discussion, Sept. 1959, 49, 669-87. 
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ethics" (op, cit., p. 44), claims that full cost chargers do not price to maxi- 
mize profits, and “probably most of them produce more, not less, than the 
most profitable output” (p. 278). This approaches Baumol’s constrained sales 
maximization hypothesis (which, perhaps, is really an attempt to insert dy- 
namic considerations—expanding demand—into a static model). Lanzillotti’s 
idea was to identify specific business objectives consistent with long-run profit 
maximization but more operationally feasible for short-run behavior and its 
prediction, 

Naturally, the evidence these writers and Fog observed may not be com 
parable, Wiles’ is unspecified; Fog had relatively few conversations with sales 
managers, contrary (one supposes) to Baumol; and the Danish firms were 
not Brookings’ giants. As it happens, some of Fog’s material will support 
each of the proposed hypotheses—and others, too. (Lanzillotti’s “target return 
on investment,” however, is notably absent except when embodied in full-cost 
formulas, and we saw how flexible these usually are.) Yet when it comes to 
attempting a generalization, the principle which requires the fewest excep- 
tions still seems to remain long-run profit maximization, 

Howarp Hines 
lowa State University (Ames) 


A History of Economic Thought. By Overton H. Tayior. New York: 
McGraw-Hill Book Co., 1960. Pp. xix, 524. $7.75. 

Che close, but not always fully realized (or if realized, as it was, if I am 
not mistaken, by Smith, and even more certainly, I think, by Veblen, although 
he is always difficult to categorize, then not articulated) interdependence of, 
and reciproca) set of influences or “effects” upon one another, of the philo- 
sophical (including ethical) system of an economist and-—where this can be 
distinguished, if it ever can-—-his “technical” economic theory—to say nothing 
of the policy positions (attitudes) which were, and could be, but sometimes 
were absent-mindedly not, associated therewith— is one of the main themes 
or, to speak succinctly if only approximately, one of the main beliefs—that 
pervades and instructs this textbook-treatise of Dr. Taylor. 

If the reader can wade through 508 pages of this style of writing with 
sustained comprehension, which I suspect will put him in a select group, he 
will be rewarded by some interesting as well as some not-so-interesting pieces 
of this philosophical background. He will also find a presentation of the main 
theoretical positions of the classical economists which is on the whole quite 
perceptive, 

Taylor's work runs from the Physiocrats to Keynes, but aside from the first- 
named school, and Marx, only the most famous English economists are more 
than mentioned. (The chapter on Marx is hardly an exception so far as the 
casual treatment of his economics is concerned.) In general Taylor gives little 
attention to technical economics after 1850, and his selection and discussion 
are highly personal. Thus the marginal utility theorists are merely named 
(incorrectly, p. 323), mathematical economics is criticized rather than pre- 
sented, and the Austrians are ignored. In fact only three economists after 
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Mill are treated in sufficient detail to be comprehensible: Marshall, Chamber- 
lin, and Keynes, The treatment of their economics is not graceful. 

The volume, in fact, should not be viewed as an orthodox history of eco- 
nomics, Instead it is a traditional liberal’s running commentary, of all degrees 
of perspicacity, on the philosophical, political, and economic problems of 
modern times, hung on the framework of a chronological conspectus of eco- 
nomic theory. 

GORGE J. STIGLER 

University of Chicago 


Economic Doctrines of Knut Wicksell. By Cart G. Une. Berkeley: Univer- 
sity of California Press, 1960. Pp. xv, 356. $7.50. 

This is the first treatise that deals systematically with all the works of 
Knut Wicksell. The analysis shows careful research and scholarship on the 
part of the author and establishes Wicksell firmly in the first rank of economic 
theorists. Wicksell’s own doctr’ \es and his influence on his contemporaries and 
successors is carefully develop d. This volume reveals his contributions to 
other areas of theoretical analysis as well as monetary theory. The reader will 
be impressed with the extent to which Wicksell anticipated many of the more 
recent theories. 

The first chapter sketches Wicksell’s life, which reveals many frustrations as 
well as achievements. He was an indefatigable social reformer who influenced 
many phases of social and economic development in Sweden. His firm views 
frequently put him at odds with established practices and in sharp disagree 
ment with some of his contemporaries. 

The author uses a synopsis of Wicksell’s contributions to economics as a 
focus for separate discussions of the various aspects of his work to which sub- 
sequent chapters are devoted. He presents the background of economic theory 
as Wicksell found it and then the impact of his labors on contemporary eco 
nomic thought. This plan is most useful in establishing the broad range of 
Wicksell’s contributions and in emphasizing the point that his analysis em- 
braced much more than monetary theory. 

When Wicksell began his studies, about 1885, marginal utility and marginal 
productivity analysis had supplanted much of classical tradition. After 1890 
the Marshallian synthesis dominated value analysis; but there were less 
systematized branches of economics—monetary theory, business cycles and 
public finance—-which needed to be re-examined. Wicksell made significant 
contributions to these more specialized subjects and also to economic theory. 

Wicksell was one of the founders of the marginal productivity analysis. 
As a part of his static analysis, he developed and analyzed price theory under 
imperfect competition in a way which comes close to the modern theory of 
monopolistic competition. 

His most important contribution to static economics was the revision and 
reconstruction of Béhm-Bawerk’s capital theory. His work on capital theory 
dealt primarily with the process of capital formation. He made the impact 
of capital accumulation on the national dividend and on the relations between 
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distributive shares more readily analyzed than when the Austrian concept was 
used, Economists were concerned that capital might increase at a rapid rate 
and interest rates might reach zero, A stationary economy would follow, He 
observed, however, that some of the net real saving would be absorbed in 
rising real wages and rent during an interval of capital formation, and this 
appeared to be a guarantee against a zero rate of interest: partial wage- 
absorption of savings could be counted upon to prevent the creation of the 
large amount of real capital that would be required to drive the marginal 
productivity of capital to zero 

On the subject of taxation and public finance he was primarily concerned 
with the theory of shifting and incidence of certain taxes and with a revenue 
system that would provide “justice” in taxation, Wicksell advocated greater 
reliance on direct taxes than on indirect taxes not only for revenue purposes 
but for achieving justice in taxation, He emphasized revenue aspects and 
neglected to consider the uses to which the revenues would be put. His con 
tributions in this area are not as significant as other parts of his work. 

Che monetary analyses are found in Chapters 10, Theory of General Prices, 
Money and Credit, and in 11, Later Developments of Wicksell’s Monetary 
Doctrine. The chapters present versions of Wicksell’s own analysis and in 
addition, the views of contemporaries 

The volume is a distinct contribution to economic knowledge. This is an 
excellent study of Wicksell’s contributions and those of many others who in 
some way share in the Wicksellian tradition 

J. F. Beu 

University of Illinois 


Emergence and Content of Modern Economic Analysis. By Wit.iAM FELL- 
ner. New York: McGraw-Hill Book Co., 1960. Pp. xiv, 459. $7.50. 

Professor Fellner has written an excellent book which not only makes a 
contribution to economic analysis but should heighten student interest in 
economic theory as well. He provides an exciting introduction to modern 
micro- and macroeconomic theory by tracing the antecedents of contempo- 
rary economic analysis, skillfully using the evolution in techniques of analysis 
to increase the reacer’s interest in learning how today’s theory now views the 
basic economic problems 

Following a section on methodology in which he distinguishes between de- 
ductive and inductive analysis, Fellner explores the contributions of the 
Mercantilists, the Physiocrats, the Classical School, and the Marxists to the 
development of contemporary economic analysis, The economic reasoning of 
each of these schools is either contrasted directly with current views on the 
same economic issues or is shown to have dealt inadequately with various 
aspects of the fundamental economic problems. In Part III, after showing 
how the neoclassical economists altered the classical theory, Fellner presents a 
rigorous discussion and analysis of modern price theory. Among the topics in- 
cluded are the theory of rational consumer choice, indifference curves and 
the measurability problem, the pricing of output, market structures, functional 
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income distribution, and an appendix on cost curves and the elementary pro 
gramming problem. In this microeconomics section, Fellner gives a lucid 
statement of the difficulties encountered in the ordinal and cardinal measure 
ment of utility. He also acknowledges the practical significance of break-even 
pricing by developing modern price theory in this framework before turning 
to the more conventional treatment of the price-determination process. 

In Part TV, Fellner restates in an improved form most of the important 
analysis and conclusions of his earlier book, Trends and Cycles in Economic 
Ietivity, New York, 1956. Modern macroeconomic static and dynamic theory 
are carefully developed. Fellner shows how output is determined on non 
Sayian assumptions, how the public sector of the economy affects the level 
of output, and how dynamic factors can be introduced into the output model 
The final chapters of Part IV interpret the various measurements of cyclical 
disturbances and the empirical data on the cyclical and growth experience 
since early in the 19th century. 

Finally, in Part V, Fellner presents a stimulating discussion of the prob 
lems of policy in the major critical areas of the economy: competition and 
monopoly; full-employment and inflationary pressures; redistribution of in 


come; and international economic issues. He does not hesitate to give his own 
appraisal of the probable consequences of the various policies, while generally 
indicating where economic facts end and where value judgments begin. 
The book as a whole is an impressive synthesis of historical economic 
thought and modern economic theory. There are, however, some problems in 


its use, Thus his development of economic ideas will have added meaning if 
the reader has already been rather thoroughly exposed to the basic concepts 
of economic analysis in a good first course in economic theory. In fact, many 
sections of the book will provide valuable insight for graduate students who 
will appreciate the clear perspective Fellner brings to the major economic 
issues. As a further point of criticism, several of the topics in contemporary 
economic theory would benefit from a more extended treatment. Thus, for 
example, additional analysis would be helpful in his discussion of the general 
requirements for the direction of “technological-organizational progress” if 
sustained economic growth is to occur. He first emphasizes the importance to 
growth of maintaining adequate returns to investors without at the same time 
worsening the relative income position of workers. He then argues persuasively 
that “a decline in the output per unit of existing capital is compatible with 
an unchanging yield of investment to investors only if the relative distribution 
of income is changing at the same time in favor of the investors” (pp. 318 
19). A full understanding and acceptance of this reasoning, however, requires 
a technical discussion of the elasticities of the average productivity functions 
along the lines that he has already developed in his Trends and Cycles in 
Economic Activity. A minor criticism of this same sort can be directed toward 
his interesting attempt to simplify the Jinear programming problem. More de- 
tailed analysis would seem to be necessary if this section is to be used by 
undergraduates. 

I urge undergraduate teachers of economic theory to try Fellner’s evolu- 
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tionary approach to the understanding and appreciation of economic analysis; 
graduate students, too, will profit by careful study of his book. 

Kenneth D, Roose 
Oberlin College 


leeregate Economics and Public Policy. By Barry N, Homewood, 
Richard D. Trwin, Ine., 1960, Pp, xiii, 337, $6.50. 

An eminent economist once remarked that the best academic minds in a 
field do not, or should not, devote time to the writing of textbooks. This is a 
controversial statement, especially so in dynamic, growing fields. It is no small 
art to keep up with the significant monographic literature, integrate it, and 
produce a new summary of the current body of doctrine. To do this well is a 
service of value to colleagues as well as to students. 

It is this service which Barry N. Siegel has attempted in the field of aggre- 
gate economics. In the quarter-century since Keynes’ General Theory, macro- 
economic theory has been in a state of continual ferment. Only recently have 
a number of textbooks appeared attempting to consolidate the present state 
of knowledge in the field, and provide the foundation for intermediate or ad- 
vanced courses coordinate with the traditional course in value theory. Siegel’s 
book represents one of the more successful efforts in this direction. 

The book may be described as falling into 6 main parts. The first 3 chap- 
ters develop the concepts and structure of the national income and product 
accounts, concluding with a description of the U.S. system. In the next 4 chap- 
ters Siegel introduces the simple Keynesian expenditure model (contrasted 
to the classical approach) and then elaborates the model to include govern- 
mental activities and international economic relationships. In this part, the 
variables are treated formally and labeled exogenous or endogenous without 
detailed investigation of the flows themselves, in order to bring out the struc 
tural interrelationships 

In the third section the author backtracks and discusses the theory of con- 
sumption (Ch, 8 and 9) and of investment (Ch. 10 and 11), layering the re- 
sults of recent research findings and theories on top of the original Keynesian 
analysis, In Chapter 12, the theory of the interest rate is brought in, and the 
theory of aggregate demand is re-expressed in terms of the LM and IS curve 
approach of Hicks and Hansen. The complications of the government and rest- 
of-world sectors, brought into the algebraic model of Chapter 7, are largely 
absent from the exposition of Chapter 12, 

The next 3 chapters, which comprise a fifth part of the book, are devoted to 
the themes of the aggregate supply function, changes in the general price level 
(mainly inflation), and economic growth in line with the Harrod-Domar off- 
shoot from Keynes. The final section comprising Chapters 16, 17, and 18, sets 
out the chief problems of the U.S. economy, and discusses the public policies 
appropriate to achieve the goals of optimum growth and relative stability of 
employment and prices. 

\ number of meritorious features of the book should be mentioned. The 
national accounting structure is logically developed, and the importance of 
industry value added as an approach to total national product (coordinate 
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with gross national income and final expenditure) is clearly recognized, The 
expanded, algebraic expenditure model of income determination is a great im 
provement over the sitmple two-sector Keynesian model, The exposition of 
the aggregate supply function, including the notion of the “efficiency wage” 
(unit labor cost) which rises sharply as capacity is approached, but is irre 
versible, is helpful in explaining price behavior. In addition, the recent litera 
ture, including the Joint Economic Committee hearings and study papers, is 
brought to bear on the discussion of demand-pull, cost-push, and demand 
shift varieties of inflation. The policy section is compact, and neatly handled 

As is probably inevitable in a work of this scope, there is the usual number 
of questionable or even incorrect statements. For example, “When the 


depreciation charges...” (p. 172); “Decreases in investment spending often 
occur before a general slump has occurred, and increases, similarly, often de 
velop prior to recovery” (p. 204); “The higher the ratio of retained earnings 
to dividends paid to stockholders, the lower, other things equal, becomes the 
value of the stock” (p. 195). 

In his discussion of income determination, Siegel on occasion neglects to 
distinguish clearly between condition of equality and of equilibrium, One 
wonders how meaningful is the distinction between induced and autonomous 
investment when the latter is defined merely as “not a function of income 
growth.” Also, one is puzzled by the suggestion that autonomous investment 
may be irregular because of the lag between inventions and their appiications, 
although it is not argued that the lag is variable in length. Likewise, the treat 
ment of technological unemployment is somewhat unsatisfactory. 

If a new edition eventuates, Siegel might well consider adding a section on 
business cycle analysis which is hard to divorce from the theory of growth in 
a general macroeconomic text. The volume might also be improved as a text 
book if the theory were supplemented to a greater extent by references to eco- 
nomic statistics and empirical studies. 

As it stands, the book met a favorable response in the class of 20 in which 
this reviewer used it as the text in a macroeconomic theory course last fall. 
Asked to grade Aggregate Economics and Public Policy, about half the stu- 
dents rated it “A,” and the rest “B.” I would not quarrel with their composite 
judgment. 


Joun W. Kenprick 
The George Washington University 
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Methods of Regional Analysis: An Introduction to Regional Science. By Wat- 
TER IsarD AND Associates. New York: The Technology Press of the 
Massachusetts Institute of Technology and John Wiley & Sons, Inc., 
1960. Pp. xxix, 784. $9.50. 

There is ample evidence that Walter Isard provides an important intel- 
lectual center to which those who find problems of the spatial distribution of 
phenomena interesting and important must frequently turn if they are to 
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remain acquainted with major developments in their field, Inasmuch as the 
volume here under review is a systematic summary of analysis, of techniques, 
and of empirical research which relates to the spatial (regional) distribution 
of (largely economic) phenomena, inasmuch as it evaluates results to date 
and makes major recommendations for improvement, and inasmuch as it sug- 
gests future research likely to prove useful, it is an important work. It de 
serves a prominent place on the shelves of every person seriously and 
technically interested in problems relating to the location of activity. 

Approximately two-thirds of this large book is devoted to a summary and 
critical evaluation of techniques developed for use by regional analysts. It 
deals with (1) techniques for projecting the size and composition of popula 
tion and the migration thereof, (2) systems of regional social accounting, 
(3) commodity and money-flow studies, (4) regional cyclical and multiplier 
analyses, (5) industrial location analysis techniques and descriptive meas 
ures, (6) interregional and regional input-output techniques, (7) industrial 
complex analyses, (8) interregional linear programming, and (9) gravity 
models. Summary and evaluation alike exhibit both a scholarly interest in 
the history of the development of economic ideas and an impressive grasp of 
technical detail. The trained reader will find that this portion of the book 
provides a convenient source for bringing himself up-to-date on important 
developments he might otherwise have missed. Or, he may well be confronted 
by a bit of analysis or criticism which will disclose weaknesses in, and hence 
improve, his own work, It is doubtful, however, that a student approaching 
the material for the first time would be so well served. For his use, there may 
well be too much talk about analysis and technique and too little systematic 
presentation thereof. 

The remaining one-third of the book (1) imaginatively suggests procedures 
for synthesizing, or integrating, the individual techniques previously de 
scribed to allow a unified picture of a region and its interrelations with other 
regions, and (2) outlines desired future research. The suggested synthesis, or 
integration, essentially suggest an interregional input-output matrix to work 
out the detailed consequences of regional specialization in “basic’’ industries 
as explained by comparative cost, industrial complex, or linear programming 
analyses, these detailed consequences being reported by carefully contrived 
accounts, flows, coefficients of location, etc. But this brief statement does 
violence to the wealth of detailed suggestions covering almost 200 closely 
packed pages well worth attention. 

Numerous footnotes direct the reader usefully to the literature. A detailed 
list of references following each chapter provides still another valuable feature. 
Indeed, the footnotes and references together provide such a convenient guide 
to a growing literature that they are themselves worth the price of the book. 

The very excellence of this book, however, may well lead the reader to cer- 
tain observations of the field which it covers. First, there seems to be no 
compelling social problem that dominates the field and focuses attention, anal- 
ysis, and research in the sense in which the “monopoly” problem has focused 
micro analysis generally, or in the sense in which a concern with “stability” has 
focused macro analysis. As a result, much of the dispute and discussion sur 
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rounding the choice and efficiency of alternate techniques turns out simply to 
be based on a failure to clearly specify differences in implied purposes. 

Second, because there is no compelling, unifying problem, there tends to 
be a preoccupation with the two extremes: (1) the development of abstract 
techniques well beyond the current capacity of data sources to allow empiri- 
cal study, or (2) detailed but diverse small-area or sector studies which do 
not yield generalized conclusions. 

Third, there does not emerge from this book, nor from the body of work 
upon which it reports, a view of change in the actual distribution of phenom 
ena over the face of the world, the United States, or of particular sub areas 
(regions?) within the United States upon which decision-makers as a matter 
of fact rely. These decision-makers are fed a diet of ideas and techniques 
which they must themselves prepare to their own taste, not a prepared food 
from which nourishment is quickly available. 

But if there is no single, overriding purpose for regional analysis yet recog 
nized, certainly in principle we should understand the allocation of resources 
to areas as well as to industry and to occupation and should understand the 
consequences of changes in that spatial allocation. Furthermore, individual 
workers, firms, and governmental units—no matter how diverse their interests 
and views—need to understand the pattern of change in order to adjust to it 
(or to influence it) intelligently. These reasons are more than adequate to 
justify the careful and scientific attention effectively given regional analysis 
by Walter Isard and his associates. 

CLARK BLoomM 

Jordan Development Board 

Amman, Jordan 


Metropolis 1985: An Interpretation of the Findings of the New York Metro 
politan Region Study. By RAYMOND VERNON. Cambridge: Harvard Uni- 
versity Press, 1960. Pp. xiii, 252. $5.00. 


Projection of a Metropolis: Technical Supplement to the New York Metro- 
politan Region Study. By BarparaA R. BERMAN, BENJAMIN CHINITZ, 
and Epcar M, Hoover. Cambridge: Harvard University Press, 1960. 
Pp. vi, 119. 

Metropolis 1985 is the master volume in the New York Metropolitan Re 
gion Study. In this book Professor Vernon, who directed the four-year project, 
synthesizes the eight other specialized volumes in the series, and projects the 
findings relating to the economic and demographic characteristics of the na 
tion’s largest and most complex metropolitan area to 1965, 1975 and 1985. 

Vernon finds several elements that favor the area’s economic growth: an 
abundant and varied supply of skilled and specialized labor, an industrial 
“mix” containing many industries growing faster than the national economy, 
excellent facilities for untried little firms, and all the advantages of external 
economies. The last arise from the fact that single-plant firms producing non- 
standardized items with an uncertain output, like high-style dresses or cer- 
tain types of military electronic goods, must locate so as to have access to 


434 THE AMERICAN ECONOMIC REVIEW 


factory space, labor skills, supplies, or freight services provided by others. 
The same is true of occupations like publishing or advertising, which rely 
heavily on face-to-face communication. In 1954, almost half the employment 
in national-market manufacturing industries in the area was classified in these 
categories; in the nation as a whole, only a sixth. 

These advantages are balanced, however, by serious competitive handi- 
caps. Labor, for example, commands relatively high wages in the New York 
area, making the lower-wage hinterlands more attractive to mass producers of 
standardized products. The region is also losing part of its share of the na- 
tion’s port business, which stimulated much of its original economic growth. 
Again, as the nation’s population spreads westward, industries in which trans- 
portation costs loom large find it increasingly disadvantageous to locate their 
plants in the northeastern corner of the country. 

Despite these disadvantages, the area’s population and economy grew 
faster than the nation’s until 1930. Since then they have developed at a 
slower pace. Vernon’s projections suggest that employment will increase 
throughout the region, even in the central city (whose popuiation will actu- 
ally decline), enabling New York City to maintain its historic position as 
the nation’s financial, business, and industrial center. Not all industries, how- 
ever, will experience the same growth. Some will leave the area to seek cheap, 
unskilled labor or a geographical position closer to the nation’s center of 
population. In summary, the region’s proportionate share of the nation’s total 
employment will decrease slightly in the next quarter century. 

The old distinctions between urban and rural society are breaking down, 
and a new dimension in our thinking about city and country is assuming 
ever greater importance. Our metropolitan regions already contain more than 
60 per cent of the nation’s population, and produce 90 per cent of its national 
income. In the future, these proportions will inevitably grow. One of the most 
challenging problems of our time will be planning metropolitan living for the 
future. We have made relatively little headway with this problem because we 
have not yet learned at the metropolitan level to gather and interpret the data 
on which such planning must be based as expertly as we deal with correspond- 
ing data on the national, state, and municipal levels. As the most comprehen- 
sive analysis of a metropolitan area attempted so far, the New York Metro- 
politan Region Study, which this volume summarizes, will shed important 
new light on the development and future of the 22 counties that comprise 
the New York metropolitan area. This is no mean accomplishment, but it will 
be overshadowed in importance, I suspect, by the techniques for assembling 
and evaluating data for metropolitan regions in which it has pioneered. 

\ careful, step-by-step analysis of the complex methods Vernon and his 
collaborators have devised for taking the pulse of regional economic forces is 
set forth in Projection of a Metropolis, a technical supplement to the series. 
A distinguished group of specialists helped formulate these methods: teams 
of economists, planners, and population experts from half a dozen universi- 
ties and hundreds of governmental organizations, private groups, and individ- 
uals contributed facts and ideas. If a new Department of Urban Affairs is 
established in Washington, its task of developing new methods of analyzing 
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economic and demographic trends in metropolitan regions will be immensely 
simplified by the series of specialized studies which Vernon has so brilliantly 
directed. 


FREDERICK SHAW 
The City College 


Sociological Aspects of Economic Growth. By Bert F. Hosexttz. A publica- 
tion of the Research Center in Economic Development and Cultural 
Change of the University of Chicago. Glencoe, Ill.: The Free Press, 
1960. Pp. vi, 250. $5.00. 

This 250-page photo-offset volume consists of reprints of nine articles by 
Professor Hoselitz which were initially published between 1952 and 1957, 
three of them in European journals and six in the United States and Canada. 
He addresses himself to his subject from a base of professional knowledge in 
both economics and sociology; the essays benefit thereby. 

After a chapter dealing with the history of economic thought, the second 
relates change in Talcott Parsons’ “pattern variables” to the process of growth. 
This seems to me to be the weakest of the essays. Hoselitz misinterprets the 
functional diffuseness-specificity variable, and his discussion of culturally mar- 
ginal individuals as social deviants is in part tautologous. Other parts of 
the essay, however, are suggestive. 

In another essay, noting that the absolute number of persons in agriculture 
did not decrease in western countries until industrialization had advanced 
far, Hoselitz suggests that, under present conditions of faster population in- 
crease, industry in low-income countries will have to develop faster than it 
did in the West to prevent growing underemployment in agriculture. Noting 
further that in Japan low-wage, small-scale industry and higher-wage, large- 
scale industry both exist, mobility between them being minimal, he suggests 
that Japanese feudal relationships persisted in industry because, large-scale 
industry being unable to absorb the entire flow of individuals from the farms, 
their mobility had to be impeded to keep them from pulling down the higher 
wages in large-scale industry. He concludes that the Indian caste system may 
be destined to serve the same purpose. (The economic or social motivation 
which made it seem undesirable that competition should reduce wage dispari- 
ties is not stated.) 

Three essays deal with relationships among the following: population den- 
sity when growth begins, expansionist versus intensive growth, govern- 
mentally controlled versus spontaneous growth, and types of entrepreneur- 
ship. Hoselitz draws various generalizations. For example, he suggests that 
the lower the man-iand ratio is, the more expansionist development is apt to 
be, and the less controlled by central government the process is apt to be. 
However, he recognizes that a certain type of social structure and personal- 
ity is necessary for spontaneous growth, and will not necessarily be present 
simply because population density is low. He notes that Switzerland and the 
Soviet Union are exceptions to his thesis. 

Again, he contrasts entrepreneurial types which may for simplicity be 
termed managerial and innovational, and suggests that the former appears 
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in the large industrial enterprises of centrally controlled development. He 
believes that ruthless driving of workers appears wherever the managerial 
type of entrepreneurship does (e.g., in the USSR) and will appear in, say, 
India if development is in govermental enterprises. To obtain small-scale 
innovational development, he suggests, a country must establish the type of 
social institution which favors it. 

The last three chapters deal with the role of cities in growth. Among other 
theses, the author suggests, following Lerner, that urbanization up to a cer- 
tain point fosters literacy and the development of personality favorable to 
growth, but suggests also that overurbanization leads to susceptibility to 
radical social movements. His remedy would be to foster, by governmental 
planning, especially regional planning, the growth of moderate-scale indus- 
try in moderate-sized cities. He would thus bring about a Pareto-type distri- 
bution of city size which Vining has noted as normal. 

Obviously, many interesting points emerge. The essays, however, seem to 
me to be subject to the following critical comments: (1) They seem to arise 
out of no consistent theory of the process of growth, but rather seem to be ad 
hoc subgeneralizations arising from considering facts and saying, ‘““What can 
I make of these?” The spark added to analysis by testing inductions against 
a clear theoretical model of the process being studied is missing. (2) The logic 
of the relationships asserted is predominantly circumstantial. One feels too 
often that there is no surer basis than post hoc, propter hoc, or cum hoc, prop- 
ter hoc, when in fact the two factors observed in association may be results 
of a common cause, common elements in a complex set of relationships, or 
even, possibly, coincidental. The reviewer was frequently not convinced. 

These essays, I think, illustrate the fact that the rapid development of soci- 
ological theory now going on has not yet led to a coherent and persuasive 
body of theory concerning social change. The economist reader will, however, 
find many interesting suggestions which he may wish to relate to his body of 
economic theory. 

The book has no index. 

E. E. Hacen 

Massachusetts Institute of Technology 


1 Multi-Sectoral Study of Economic Growth. By Letr JoHANSEN. Contribu- 
tions to Economic Analysis No. 21. Amsterdam: North-Holland Publish- 
ing Co., 1960. Pp. viii, 177. $4.50. 

Characteristic of economic growth are striking changes in the relative im- 
portance of sectors of the economy. Serious studies of growth must therefore 
proceed beyond the pedagogically valuable single-sector models of the 
Harrod-Domar type. Recent distinguished empirical econometric growth 
models do employ a disaggregated approach. A group at the Dutch Central 
Planning Bureau has investigated the long-run prospects of the Netherlands 
economy with an empirical model which distinguishes some ten productive 
sectors.’ This model is used to evaluate alternative economic policies. Last 


*Cf. P. J. Verdoorn, “Complementarity and Long-Range Projections,” Econometrica, 
Oct. 1956, 24, 429-50. 
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year in this journal, Hollis Chenery reported on a cross-section study of growth 
distinguishing some twenty productive sectors.? The underlying model is used 
to assess the importance of the several determinants of growth. 

In the present volume, Leif Johansen of the University of Oslo provides an 
econometric study of economic change which features a disaggregated ap- 
proach. He constructs a multisectoral structural model; distinguishing some 
twenty sectors, he estimates the parameters for Norway; and he solves the 
estimated model into its reduced form which provides the basis for an assess- 
ment of the impact of exogenous forces upon economic changes. 

The stage for Johansen’s study is set by a concise review of the growth- 
model literature and the analysis of an instructive one-sector model. Then the 
theoretical structure of his multisector model is developed. In each sector’s 
production function, material inputs enter with the fixed coefficients of Leon- 
tief input-output analysis, while direct labor and capital inputs are mutually 
substitutable, entering in the Cobb-Douglas form. Neutral technological 
change is allowed for. The total supply of labor and capital are exogenously 
determined by demographic trends and national savings decisions respec- 
tively. These primary inputs are allocated among the sectors in accordance 
with marginal productivities, subject to fixed differentials between sectoral 
rates of return. On the demand side, total investment, government demand, 
and net foreign investment are exogenous, while the allocation of consumer 
demand among the sectors depends upon total consumption, population 
(autonomous), and relative prices. The model is thus an interesting extension 
of the input-output framework to allow for price changes and substitution in 
both production and consumption. 

There follows a discussion of the numerical estimation of the model to de- 
pict the Norwegian economy in 1950. The official input-output table is 
adapted; primary input elasticities are estimated from data on distributive 
shares. Income elasticities of consumer demand derived from recent house- 
hold budget studies are taken over, and the full set of own- and cross-price 
elasticities are estimated from the 1950 national consumption pattern. For 
the latter, the author employs a technique due to Frisch which is based on the 
assumption of independent utilities. The handling of data is serious and ex- 
pert, with attention being paid to several distinctive features of the Norwe- 
gian economy. 

Expressing the variables as rates of change, Johansen obtains a linear 
model which can be conveniently solved. This solution, or reduced form, 
which is the main empirical result of his study, consists of an 86 X 46 table. 
Each number in the table represents the impact of a unit change in one of 
the exogenous variables—total investment, population, total labor force, total 
autonomous demand, sectoral technological shifts—upon one of the endog- 
enous variables—sectoral investment, employment, production, and prices. 
The fruitfulness of this solution is demonstrated by several applications. One 
is to trace the chain of reactions to hypothetical changes in exogenous vari- 
ables. There is no direct discussion of policy formulation, but this kind of 
solution clearly provides the essential factual basis for policy choices. A second 


*H. B. Chenery, “Patterns of Economic Growth,” Am. Econ. Rev., Sept. 1960, 50, 624-54 
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application is to insert observed values of the exogenous variables to assess 
their contribution to the changes in the endogenous variables. An illustrative 
finding is that of the 3.8 per cent growth rate in total value added in Nor- 
way, 2.6 per cent is attributable to capital accumulation, .3 per cent to labor 
force increase, .5 per cent to technological progress, and .4 per cent to auton- 
omous demand changes. 

Johansen’s multisectoral study is a fresh example of the usefulness of an 
econometric approach to the analysis of economic growth. The interweaving 
of theory and facts is skillful throughout. The handling of foreign trade, how- 
ever, is disturbing. A distinction is made between noncompetitive imports 
(which are required in fixed proportion to each sector’s output), and com- 
petitive imports (which are merged with the production of the corresponding 
domestic sector). Then exports and total competitive imports are treated as 
exogenous. This rather cavalier treatment by-passes the balance of trade 
considerations which worry developing (and developed) economies and 
surely fails to do justice to the role of import substitution in economic growth, 
demonstrated by Chenery. 

ARTHUR S. GOLDBERGER 

University of Wisconsin 


The Attack on World Poverty. By ANDREW SHONFIELD. New York: Random 
House, 1960. Pp. xii, 269. $5.00. 


This easily read, stimulating book is a journalistic survey of an array of 
complex problems associated with economic development. The author, the 
London Observer's economics editor, has obviously given considerable thought 
to his subject. Although this reviewer does not agree with all of the prescrip- 
tions, his diagnosis is poignant and the audacious approach is appreci- 
ated. Shonfield has a realistic grasp of the problem of world poverty 
and presents his (occasionally uneven) argument with such gusto that na- 
tionalistic bureaucrats everywhere should be jarred from their complacency. 
Some of his reasoning involves the fallacy of omission; but much of his rather 
unorthodox commentary needs to be said and deserves a large audience. 
His “message,”’ however, can best be criticized by those with some sophistica- 
tion in development economics. 

The discussion of development problems in Part I “is impressionistic rather 
than systematic.” Much ground is covered in a succinct and provocative 
manner—e.g., he disagrees with the current emphasis on general education as 
a necessary prerequisite to growth, and believes “the political setup [in 
Latin America] turns out to be the first and largest obstacle to rapid eco- 
nomic progress” (p. 5). In view of limited capital availability, “unfair 
shares” are advocated and they should be placed by the advanced countries 
where the most good will likely result—i.e., where the promise of dynamic 
development is greatest. Mexico, Brazil, and India would be cases in point, 
while in contrast “African demands for capital during the 1960’s will not 
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require special economic aid on a large scale from the West” (p. 80). 
Greater emphasis on “pre-investment’—pilot plants and technical assist- 
ance—is also urged in order to secure the necessary basic data to facilitate 
optimum utilization of available resources. The virtues of regional common 
markets are elaborated along with potential problems. sa Sere and dis- 
criminatory trading arrangements are defended (essentially ¥rebisch’s view) 
in a general criticism of the prevailing doctrines espoused by GATT and the 
International Monetary Fund: a new set of rules is needed to meet the trad- 
ing imperatives of underdeveloped countries. 

After recognizing the substantial costs involved if successful economic de- 
velopment in “poor” countries is to be achieved, in Part II he “takes a leap 
into the frankly improbable. Say that <he rich countries . . . put up an addi- 
tional one to two billion dollars a year, with no strings attached” (p. 95). 
With reference to this question of providing more aid, Shonfield suggests a 
greater use of surplus agricultural commodities, more effective utilization of 
second-hand machinery (which is obsolete only where labor is expensive), 
and the tying of aid to industrial goods which are chronically in temporary 
surplus because of excess capacity in the rich countries. He is less con- 
vincing in his arguments in favor of minimizing the use of labor-saving meth- 
ods-—in some important areas capital-intensive technology is mandatory—and 
in his case for having the World Bank expand its lending operations into a 
wide range of agricultural projects, With numerous requests for loans, the 
Bank is already pressed to allocate efficiently its limited funds without 
adopting a policy that would further fragment its effort. 

Part LII, “The Role of the United Nations,” is perhaps the book’s outstand- 
ing (and most controversial) section, In short, the author is not happy with 
the UN’s current organizational structure and range of operations—much 
greater integration is imperative. Significantly, he does not foresee the possi- 
bility—or desirability—of channeling large quantities of capital through the 
UN. His analysis of the bureaucratic impediments to efficient administration 
in this multinational organization is lucid and forceful. Paul Hoffman’s Spec- 
ial Fund operation is praised for doing yeoman work in the vital area of “pre- 
investment,” and multilateral technical assistance is deemed desirable. The 
[LO is commended for its “go slow” view on social welfare during the early 
stages of development when high profits are so necessary in the process of 
capital formation. However, the UNESCO “community development” pro- 
gram and the WHO’s “death control” activities with a notable absence of 
“birth control” education (even when requested) are correctly criticized with 
potent arguments, The United Nations has a key role to play in future inter- 
national relations and should, accordingly, prune obvious conflicts of interest 
from its organizational roots. We can hope this book will be widely read by 
policy-makers throughout the world—heat will be generated but considerable 
light should be farthcoming also. 

J. D. DeForest 

Denison University 


440 THE AMERICAN ECONOMIC REVIEW 


Die Wirtschaftliche Entwicklung der Volksrepublik China. By BERHNARD 
GROSSMANN. Stuttgart: Gustav Fischer Verlag, 1960. Pp. xi, 412. 

This analysis of “The Economic Development of the Peoples’ Republic of 
China” is Volume 6 of the series “Economic Studies,” prepared under the 
auspices of the Institute for Foreign Trade and Overseas Economics of the 
University of Hamburg. The author has drawn upon material published in 
Chinese, Russian, German and English, in mainland China, in Hong Kong 
and elsewhere. 

The over-all aim of Chinese economic planning is, he points out, to change 
an agrarian country into a socialist industrial nation. Chronologically, he 
first discusses the Aufbaubase of China, the foundation period of 1949-1952, 
in which the principal tasks were to boost production capacity, remedy the 
monetary situation and to reorient the economic mentality of the population. 
The first five-year plan, 1953-1957, was devoted to the implementation of 
what W. W. Rostow calls “take-off into self-sustained growth.” The second 
five-year plan, 1958-1962, has produced the experiment with the communes 
and the great leap forward, to accomplish in years what normally might take 
decades. Fully 60 per cent of all investment was attributed in the second 
plan to industrialization, and 10 per cent to agriculture, including reforesta- 
tion and irrigation. Capital investment represented 22.8 per cent of the 
national income in 1956 but it was to level off at 20 per cent in years to come. 

The peoples’ communes were described by the Chinese communist leaders 
as basic units for “working people to combine voluntarily under the leader- 
ship of the communist party and the peoples’ government for the purpose of 
tackling the tasks of industrialization, agricultural production, distribution, 
as well as cultural, educational and political problems.” The communes were 
also to remove disharmonies between town and country. 

The implementation of the communal principle was to precede that of com- 
munism. In the former, property is supposed to be communal, while in the 
latter it belongs to the people. The author points to the abuses of the com- 
munes, such as concentration of authority and excessive work. He also 
quotes the criticism of the Russians who contend that the system of the com- 
munes is not workable now. 

Grossman’s analysis reveals a significant ambivalence in Sino-Russian re- 
lations. Until 1960 the Soviets helped the Chinese with the launching of 211 
major industrial projects and are to aid them in the next seven years with the 
building of 78 large metallurgical, chemical and other plants. In addition to 
these, the Soviets have been preparing blueprints for the building of plants 
by the Chinese themselves, have provided them with other technical advice 
and opened up their technical schools to students. 

At the same time, however, the Chinese appear to be in competition with 
the Russians along a broad front. They have accorded high priority to the 
problems of Inner Mongolia, directly adjacent to Soviet-controlled Outer 
Mongolia, which is part of historic China. The Chinese have given preferen- 
tial treatment to the Autonomous Uighur Region Sinkiang, in the extreme 
northwestern part of their country, adjacent to the Soviets’ Central Asian 


BOOK REVIEWS 441 


Republics. After the Russians had launched a massive program of technical 
assistance for economically underdeveloped nations, the Chinese, very un- 
der developed themselves, have launched a large-scale “point four” program 
in such sensitive areas as the Middle East and parts of South-East 
Asia. Significantly, the Russians are helping India while the Chinese are 
causing her trouble. 

The author points out that the Chinese seem to have profited from some of 
the Russians’ failures. While the Russians launched their program in a dog- 
matic, inflexible way in the period of integral communism after their seizure 
of power, the Chinese recognized the usefulness of the free enterprise mental- 
ity of the “national bourgeoisie,” whose contributions to the national economy 
were to be built into their planned system. Also the Chinese are more aware 
of the importance of transportation than the Russians were. With all their 
dynamism, the Chinese have set themselves a more easily attainable goal 
than the Russians. The Soviets were to “overtake and surpass” the United 
States. The Chinese communists are content with overtaking Great Britain by 
1972. 

The difficulties, as the author points out, are very great. Industrialization 
entails urbanization which Chinese topography renders extremely difficult. 
Also, the Chinese seem to be aware of the fact that the communist ideal—to 
everybody according to his needs—is attainable only if an assured supply of 
disposable goods can be accumulated. 

This excellently documented and objective book ends with a challenging 
statement and a question mark. The statement is that Thorstein Veblen’s im- 
mortal ‘“‘conspicuous consumption” is paralleled in hungry Asia by the “con- 
spicuous production” with which, China, among others, wants to influence 
the world. And the question is the following: Which of the two most populous 
countries of the world, China or India, will be able to allay hunger? There is 
no more important answer than the one history will give to this question. 

EmMIL LENGYEL 

Fairleigh Dickinson University 


Foreign Capital and Economic Development: Japan, India, and Canada. 
Studies in Some Aspects of Absorption of Foreign Capital. By NuRut 
IstaM. Rutland, Vt. and Tokyo: C. E. Tuttle Co., 1960. Pp. 245. $5.00. 

This book, with the help of Gottfried Haberler, contains much that is sen- 
sible and timely regarding the very important questions with which it deals. 
Part I discusses the problem of absorbing foreign capital; Part II gives an 
historical review of the pattern of foreign investment; Part III attacks the 
perennial problem of debt-service; and Part IV discusses the ideal relation 
between foreign and domestic capital. The analysis is fortified by numerous 
case studies. 

Despite its great promise and the timeliness of its subject, the book suffers 
from one great defect: The majority of the factual materials refer to pre-1930 
experience. At best the time covered seldom gets beyond 1942. In view of 
all that has happened and is happening in the world today in this field, so 
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drastic a limitation seriously impairs the value of the study. I don’t mean to 
say that the reader will not find much of interest, and much that is helpful 
in the book, but I can’t help feeling that this is more a work in economic his- 
tory than in current economic policy. 
Davin McCorp WRIGHT 
McGill University 


Les inflations sud-américaines: inflation de sous-développement et inflation 
de croissance. By Denis LAMBERT. Travaux et Mémoires 5. Paris: In- 
stitut des Hautes Etudes de l’Amérique Latine, l’Université de Paris, 1959. 


Pp. 580. 


This long, carefully documented work is the fifth in a series prepared under 
the aegis of the Institute for Advanced Latin-American Studies in Paris. Its 
author lived for many years in Brazil and traveled extensively. He brings to- 
gether the results not only of his own studies but also the fruits of publica- 
tions in four languages. 

The author rejects at the start the idea that a simple quantity theory of 
money can explain the inflations in South American countries, or provide a 
guide to the formulation of measures for their control. The economies of these 
countries are at too low a stage of economic development; in many of them, 
barter and money exchange exist side by side, and whole sectors of the econ- 
omy may exist as autonomous elements with little contact among them. He 
therefore begins by making a distinction between the inflation of underde- 
velopment and the inflation of growth and change. 

Underdevelopment is a relative matter. A country which is underdeveloped 
is so by comparison with other countries, and by comparison with its own 
needs and resources. Per capita income is not a suitable criterion for deter- 
mining stages of development, since this figure is an arithmetic average, not a 
typical or modal value, and may be grossly distorted by a few very large in- 
comes while the great mass of the population is desperately poor. The 
common characteristics of underdevelopment in South America are the low 
standard of living of the masses, the inefficiency of production, the economic 
and financial dependence on foreign markets, and the backwardness and in- 
effectiveness of governments and other institutions. 

The inflation associated with underdevelopment is in large part institu- 
tional and structural. Poor banking systems, primitive money markets, lack 
of cooperation between government and central bank if indeed there is a cen- 
tral bank, are apt to be accompanied by budgetary imbalance, high salaries 
for ineffective government officials, great inequalities in income distribution, 
and slow growth of capital for investment. Even the small customary amount 
of saving is discouraged, once the inflation has got under way. Automatic 
wage increases related to price increases are not matched by increasing pro- 
ductivity, and the wide disparity among industries in this respect is inten- 
sified. 

The underdeveloped country is susceptible also to inflation transmitted 
from abroad through its foreign trade, since it is apt to depend upon exports 
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of only one, or at best a very few, of the primary products which it produces. 
Most of these, in the case of the South American countries, go to 
North America, which narrows the market still more. Primary prices are sub- 
ject to wide fluctuations. When the price rises, as it did for Chilean copper 
after 1945, the economy expands. When it falls again, the government feels 
obliged to support the price, and this necessitates borrowing. At the same time 
imports become more expensive and thus increase internal prices. 

The inflation of underdevelopment has another aspect besides the institu- 
tional one. It tends to prevent growth. Because the country is underdeveloped 
there are no automatic forces to bring the economy back to equilibrium (such 
as reducing demand for the higher-priced commodities), so no brake is put 
upon inflation and it proceeds at an increasing rate. In Bolivia the cost of 
living was multiplied by 23 between 1952 and 1956. In Chile the cost of liv- 
ing rose about 5 per cent annually during the depression years, about 15 per 
cent annually during the war, between 15 and 20 per cent annually before the 
Korean war, and 72, 75 and 56 per cent respectively during the years 1954, 
1955 and 1956. During this period of hyperinflation there was increasing stag- 
nation of economic life in these countries. Investment declined and the pro- 
ductivity of capital was reduced. Chile has had one of the slowest rates of 
growth in all South America as a result of the inflation. Even the productivity 
of agriculture has remained low in Chile and Bolivia, in comparision with 
Brazil. Only mining has evidenced any increase in productivity, and this, 
far from correcting the inflationary expansion, has served only to widen the 
gap between the different groups of the population, and to add social insta- 
bility to the economic instability. 

The second major type of inflation considered by this author is the inflation 
of growth and change. Brazil and Colombia offer examples of this type, which 
is accompanied by disequilibrium between production and supply on the one 
hand, and demand on the other. Growth inflation, unlike the inflation of un- 
derdevelopment, benefits from several automatic-corrective devices which 
tend to hold the inflation within bounds. New investment is apt to pay for 
itself in a fairly short period and the rate of reinvestment of profits is high. 
This increases production rapidly and tends to reduce unit costs and prices. 
These factors help to prevent the possibility of hyperinflation, as was evi- 
denced in Brazil in the postwar years. Its inflation, which would otherwise 
have got out of hand, was kept within bounds by the rapid rate of growth of 
the economy. 

Growth inflation is not without its own disadvantages however. Funds for 
government enterprises, which are apt to be of the unproductive type in the 
short run, will probably be supplied out of bank credit, since the tax base is 
narrow and the distribution of income is unequal. Interest rates will be high. 
Rising prices will enable some of the inefficient industries to continue in the 
“iron lung” of inflation, and there will be unequal effects upon prices, with 
agricultural and consumer goods prices tending to rise more rapidly than 
those of wholesale and industrial products. Indeed the principal danger in 
growth inflation may be the increasing disparity among social and econornic 
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groups, adding to the instability. Luxury goods for example, and luxury serv- 
ices such as hotels and restaurants, may increase more rapidly than the basic 
commodities needed to provide minimal housing and clothing for the bulk of 
the populace. 

In spite of these difficulties, growth inflation is not a decisive obstacle to 
rapid development of an economy. Brazil, Colombia and Venezuela provide 
examples of rapid economic growth in the postwar period, in spite of varying 
degrees of inflation. Among these, Venezuela has had the least, the fortunate 
result of the relative stability of the oil export prices on which her economy 
depends, and of the relative efficiency of the monetary controls. However 
Venezuela suffers from what the author describes as hidden inflation. Her 
cost of living is much higher than that of Brazil, and the stability of the price 
average conceals a wide dispersion of prices, with food and textiles at the top 
of the list. Industrial and mining expansion has been more rapid than agri- 
cultural, and much of the new investment has gone into speculative ventures 
such as luxury hotels. 

After his survey of the two principal types of inflation, the author in the 
third section of the book turns to methods by which inflation may be con- 
trolled and growth promoted. He believes that neither strict financial ortho- 
doxy on the one hand nor continuing budgetary deficits on the other will solve 
these problems. Any effective control measure must take into account not 
only the economic but also the social and political context of the situation. 
Monetary stabilization is necessary, but it must not be sudden or deflation- 
ary. If there is to be economic growth, there must be new supplies of funds, 
but they will be rapidly absorbed and therefore not inflationary if production 
increases. 

He emphasizes also that an inflation on the point of turning into hyperin- 
flation can be stopped only by adequate power in the hands of the monetary 
authorities, but this must be backed up by other types of controls if it is to be 
effective. He presents therefore three basic measures. The first is internal 
monetary stabilization to absorb the excessive purchasing power and to break 
the pattern of institutional inflation. The second is to counteract the infla- 
tion transmitted through foreign trade by stabilizing export prices if possible, 
and “sterilizing” foreign trade revenue so that its fluctuations do not immedi- 
ately affect the domestic economy. The third device is the control of invest- 
ment by a policy of priorities. For each of these measures he gives examples 
of successful use. 

This happy combination of theoretical analysis with factual description 
seems far more useful for both understanding and control than many of the 
current publications based on models with little relation to the real world. It 
should be noted however that the author has few illusions about the relia- 
bility of some of the statistical materials with which he had to work; he re- 
marks that in this area the art of the economist often consists of reasoning 
correctly from incorrect data. 

The book is already long, but it might well have included some discussion 
of the factors which determine why some countries are still subject to the 
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inflation of underdevelopment, while others are past the take-off point and 
are struggling with the inflation of growth and change. 


MARGARET G. MYERS 
Vassar College 


The Diplomacy of Economic Development. By Eucene R. BLacx. Cambridge: 
Harvard University Press, 1960. Pp. 74. $3.00. 

World Bank President Eugene Black has written a brief but highly illumi- 
nating book that warrants the attention of all persons interested in problems 
of international economic development. 

This compact volume [the 1959-60 Clayton Lectures at Tuft’s Fletcher 
School] is introduced with a statement of the potential difficulty encoun- 
tered when embarking upon economic development studies: 


To digest and order this body of literature would require a philosopher, 
well-schooled in academic economics, with a good command of history, 
who held a degree in civil engineering, with geography and anthropology 
as minor subjects, and who had taken a postgraduate course in modern 
social psychology (p. 1). 


He modestly continues: “Lacking these professional requirements [who has 
them?], I cannot claim to make any analytical contributions to this sprawl- 
ing subject,” and then, launches into his chosen topic; the diplomacy of de- 
velopment or “. . . how to secure the advantages in terms of development 


without arousing too much hostility.” 

In what follows, Black’s philosophy of development is revealed in connec- 
tion with a review of the Bank’s activities in underdeveloped countries during 
the past decade. His descriptive commentary runs the gamut from frustrations 
encountered by trained men without work to the appalling misery resulting 
from rapid urbanization under conditions of woefully inadequate social- 
overhead investment. 

The major problem facing the West, he contends, is that of securing 
meaningful economic growth in the “poor” countries that will approximate 
the rates achieved under communism. It is in this vital task that “develop- 
ment diplomats’—instilled with a sense of vocation—play their necessary 
role. They should not be solutions-oriented advisors impressed with propen- 
sities to give positive answers, but instead be “planners” charged with the re- 
sponsibility of illuminating the relative costs and benefits of particular pro- 
grams. The native politician, faced with “a conflict between the demands of 
growth and the demands of social welfare . . . economic security and employ- 
ment for all” (p. 34) must be aware of the alternatives in choice of commit- 
ment if maximum gains are to be realized. He must be cognizant of 
consequences before, not after, a given course of action is undertaken. This 
will not be easy; but at best external aid can only represent a catalyst in the 
successful launching of self-sustained economic growth, so optimum utiliza- 
tion of scarce domestic resources is absolutely mandatory. 

It is hoped that the Bank, with a growing pool of international funds, will 
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continue to expand its marginal, but strategic, lending efforts in response to 
the ideal of Black’s “new” diplomacy. 
A brief appendix (prepared by the Bank staff) outlines the institution’s 
origin and its activities since inception. 
J. D. DeForest 
Denison University 


India: Mixed Enterprise and Western Business: Experiments in Controlled 
Change for Growth and Profit. By Danret L. Spencer. The Hague: 
Martinus Nijhoff, 1959. Pp. xii, 252. f 15.75. 

This study was designed, the author tells us, to contribute to economic 
collaboration between the Free World, and the developing economies of poor 
countries like India. 

His brief is addressed not so much to economists as to potential American 
investors who may have been frightened off by the extent to which the gov- 
ernment in India has taken on a leading role in industry and finance. He 
argues that the mixtures of public and private enterprise, involving foreign as 
well as domestic participation, with which India has been experimenting, de- 
serve sympathetic consideration. The volume includes a proposed classifi- 
cation for the various types of mixed enterprise, a series of notes on particular 
enterprises, and a number of tables reproduced or summarized from pre- 
vious publications. 

The reader may find it useful to compare Spencer’s discussion with the 
penetrating analysis given in A. H. Hanson’s recent monograph entitled, 
Public Enterprise and Economic Development (London, 1959). 

DANIEL THORNER 

Ecole Pratique des Hautes Etudes, Vle Section 

Sorbonne 


Economic Systems; Planning and Reform; Cooperation 


European Socialism: a History of Ideas and Movements from the Industrial 
Revolution to Hitler's Seizure of Power. Two vols. By Cart A, Lan- 
DAUER. Berkeley and Los Angeles: University of California Press, 1959. 
Pp. xx, 1180; x, 714. $20.00. 

This impressive and monumental work is an attempt to survey socialism 
throughout continental Europe (with the exception of what was formerly the 
Balkans) from the period of the Industrial Revolution to the seizure of 
power by the Nazis. A review can scarcely do justice to a work of such scope 
and dimensions: it can do little more than draw attention to some of its fea- 
tures. As the author is careful to stress in his introduction, his task has been 
made the more formidable by his attempt to combine a history of events and 
of movements with a history (one might add a critical history) of ideas. 
(“The size of the present book,” he says, “could have been kept within nar- 
rower limits if the subject had been confined to the development of ideas . . . 
but I was interested in the interaction of ideas and movements, and therefore 
wanted to cover both.”) 
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Starting with Saint-Simon and Fourier in the early 19th century, the book 
includes within its sweep the various trends in socialist thought and the move- 
ments and forms of organization which they inspired in France, Germany, 
Russia and Italy up to the first world war; embracing the conflict of Marx- 
ians and Proudhonists in France, of Marxians and Bakuninists in Southern 
Europe. Later in the century we meet the controversies over French ‘“pos- 
sibilism” and German revisionism, around French and Italian syndicalism and 
the role of the Sorelian “myth,” and the Millerand controversy about partici- 
pation in bourgeois governments. Socialism, the author suggests, originated 
from the fusion of general ideas of equality and protests against inequality 
(which had been endemic in previous centuries) with the realization which 
dawned with the age of industrialism that instead of removing inequality “by 
returning to a more primitive organization of production,” . . . new forms of 
economic life were possible and necessary to reconcile the use of modern 
methods of production with a greater degree of social equality.” Thus ‘from 
about 1800 on the opposition to inequality developed into a new form,” and 
this is the justification for starting his history at the period which the author 
has chosen. 

It may serve to give some idea of the remarkable sweep of the first volume 
if one says that trade union organization and policies are here included to- 
gether with political parties, their personalities and their programs; and at 
crucial points of the story the main events in the general political life of the 
country are surveyed. Thus we have the events of 1848 in France and Ger- 
many and the Paris Commune; and together with an account of the diverse 
trends in the Russian revolutionary movement from the Petrashevsky circle 
and Herzen and Chernyshevsky to the Narodniks, the Mensheviks and Lenin, 
we are given a fairly detailed account both of the 1917 revolution and of the 
Russian civil war of 1918-20. 

Towards the end of Volume I there are vivid chapters, tense with the 
omens of a prelude to tragedy, on the rise of the Weimar Republic, the tur- 
moil of the Spartacus period, the Kapp putsch and the short-lived Bavarian 
Soviet government; and on the survival of the Weimar Republic through the 
suppression of the left-wing Zeigner government in Saxony, the Bavarian 
Black Reichswehr and the Hitler-Ludendorff “beer-cellar putsch.’’ There is 
also a lucidly told and instructive chapter on the rise of fascism in Italy. One 
should perhaps add the comment that the author’s style and manner as an 
historian quite lack the Teutonic quality that attaches to the conception and 
proportions of the work as a whole. Professor Landauer not only displays an 
impressive mastery of detail but can weave it into a story with lucidity and un- 
pretentious ease: a story that is told, at least so far as the 19th century is con- 
cerned, with commendable balance and objectivity. 

Landauer has not been content, however, simply to compile a history of 
ideas and of movements. He has manifestly conceived his work as a vindica- 
tion, through a historical critique of policies and of ideas, of the particular 
brand of modern social democratic doctrine to which he adheres. One cannot 
complain if an historian’s viewpoint inspires and shapes his story: it would 
not be history, but a bare chronicle or a dull, shapeless, descriptive rigmarole, 
if some principle of selection, of coherence and of interpretation were not im- 
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plicit in the design. But though a story can hardly exist without such a frame 
work, there are varying degrees in which the framework can dominate the 
story. Should it come to dominate overmuch, then one is bound to judge the 
story in a different light—as a polemical thesis that has subordinated history 
to its own pattern. One can not unfairly say, I think, that as events which 
fall within living memory are approached in these two volumes, the element 
of political exegesis and apologetic becomes increasingly dominant to an ex- 
tent that a reviewer cannot ignore. And one cannot ignore it in considering 
the question (an ungracious one to pose had not the author himself implied it 
in his preface) whether the dimensions on which the work has been planned 
are reasonable or disproportionate. There are, indeed, occasions on which one 
has the feeling that one is reading a pamphlet writ very large. 

The thesis to which it becomes clear before the end of Volume I that the 
work is directed can be briefly (though no doubt imperfectly) summarized 
in this way. In the modern age the idea of effecting social transformation by 
violence and civil war is unthinkable—-ethical ideas about the permissibility 
or impermissibility of violence quite apart. From this it seems to be concluded 
that social revolution in the sense of a radical transformation of property- 
relations, achieved as a single historical event (or more-or-less concurrent 
group of events) is excluded from consideration; since history shows that 
privileged classes always stubbornly resist any concerted move to dispossess 
them of their privileges (“ .. . a revolution which changes the social and po- 
litical institutions suddenly and fundamentally would be likely to put too 
many obstacles in the course of its own success’). Socialism, if it is to con- 
tinue as an historical movement in the 20th century, must pursue a Fabian 
esque policy of gradual modifications in the existing system in the direction 
of greater equality and social control, adapting its aims at each stage to 
what is practicable and acceptable under democracy. 

Thus democracy (which seems to be interpreted throughout, not in its 19th 
century continental-European sense, but in the modern Anglo-American sense 
of a particular set of political institutions and rules of procedure) is made ap- 
parently to take precedence over socialism and to prescribe its limits. While 
the author, in discussing the 19th century burgeoning of socialist ideas, 
treats Marx with considerable respect, and credits his theory of the class 
struggle with having effected a junction of socialist ideas and the working- 
class movement, and with having endowed the latter both with self-confidence 
and with a social goal, he will have as little truck with Marx’s slogan of 
“dictatorship of the proletariat” as he will with the major part of Marx’s eco- 
nomic theory or with what he calls his “determinism.” 

Much in this thesis evidently turns on the precise interpretation of social 
revolution; and here it seems to the reviewer that the author has been less 
than precise, and even at times guilty of some ambiguity. For part of his ar- 
gument on the question, he seems to identify it with revolution by violence 
and extraconstitutional means; then at a later stage, he gives to the word the 
meaning it has always had in the socialist movement (whether Marxian or 
non-Marxian) as a radical change in the property-system, and hence in so- 
cial or class-relations; only to identify the two meanings again in the 
conclusion that a social revolution consists of any social change that arouses 
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too great opposition from the existing ruling class to be effected without re- 
sort to extraconstitutional, or alternatively to dictatorial, means. 

This seems to be both too subtle and too simple. No account is taken of 
the very obvious fact that what is possible in the way of social change varies 
greatly with the historical situation, and that one way of making radi- 
cal change impossible is not to strive for it; that the notion of “force” in po- 
litical and social affairs, whether used conservatively or with revolutionary 
intent, is far from simple; that it is present in varying degrees in every society 
to an extent which makes it difficult (some would say impossible) to say how 
much of it is reconcilable with “democracy” and to say where the latter ends 
and “dictatorship” begins (concerning democracy the author himself admits 
that “there is little chance of offering a definition which would be unani- 
mously accepted”). 

In dealing with events in Italy and Germany in the final decade of his 
period, Landauer implies that a coalition of the left with bourgeois parties (at 
least, with such of the latter as were not covertly abetting fascist attacks on 
left-wing organizations), if formed in time and if resolute enough, might have 
succeeded in suppressing the fascist movement. Would this, or would this not, 
have been “left-wing dictatorship’; and if so are “democracy” and “‘dictator- 
ship” necessarily so “mutually exclusive” as is maintained? As he himself 
points out, “democracy is never perfect’; and accordingly “it is not always 
clear whether there is enough democracy at a given time in a given country to 
outlaw revolution from a democratic standpoint.” (One wonders how much 
concentration of economic power in a society suffices to convert it from a de- 
mocracy into a dictatorship.) Thus a “democratic revolution” he deems pos- 
sible, whereas “‘a democratic dictatorship is a contradiction in terms.” 

On a matter incidental to this main argument—the vexed question of “re- 
forms,” which has dogged discussion within the socialist movement for 
a century or more—it could again be complained that the author was less than 
just. As he represents it, the issue turns on whether or not the achievement 
of reforms strengthens or weakens the existing system; and since he thinks 
that most of the reforms that have been advocated by the labor movement 
have tended to strengthen the system (if only by allaying discontent), he 
assumes that those aiming at a revolutionary change of society can have no 
truck with them. It would be difficult to maintain that the issue has never 
been debated in this form. But there can be little doubt, I think, that for 
revolutionary thinkers from Marx onwards the issue was seen essentially, not 
in terms of the effect of reforms per se, but of the effect on the movement itself 
of the struggle for those reforms: an emphasis which led them to attribute a 
radically different significance to reforms that came gratuitously from the 
ruling class and reforms that were the subject of political struggle and were 
won. If this be so, it is scarcely a just summing-up to say that “the resem- 
blance between the reform programs of gradualists and of dialecticians is 
only superficial—the one tries to improve the existing system, even at the 
price of keeping it alive longer, the other tries to destroy it . . . even at the price 
of a temporary deterioration of the conditions under which the underprivi- 
leged have to live.” 

The second volume, concerned as it is with events that are more fresh in 
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the memory, is at the same time more arresting and more controversial, In its 
500 pages of text it embraces events both in Soviet Russia after the end of 
the devastating civil war and in the countries of central and western Europe 
where fascism was establishing itself or on the eve of doing so, The last 200 
pages are occupied with detailed notes (since they contain much interesting 
material, one regrets that they are relegated to a solid block of 150 pages in 
small type at the end), a 30-page bibliography of bocks and articles and of 
documents, and an extensive and efficient index both of subjects and of names 

It is in this volume, although it deals with no more than the events of a 
decade, that one most particularly has the sense that the scope of Landauer’s 
enterprise may have been defined too broadly—or else that the work should 
have been extended, possibly to 3 or 4 volumes, to enable a fuller treatment 
of a number of specialized themes, which once they have passed beyond the 
stage of textbook-summary deserve more penetrating treatment on the scale 
of a monograph. 

Thus the two chapters on Soviet Russia under the NEP (and the eight 
pages on the first five-year plan) give an informed and convenient, if selec 
tive, summary of what was happening in those transitional years; but the 
cross-currents and the controversies of this period were complex and confused, 
and for any full understanding of these a fuller treatment is needed (it is a 
little strange in so erudite a work that more use is not made of FE. H, Carr’s 
comprehensive work on this period). 

\s one might expect, the longish chapters on the Weimar Republic and its 
decline and the advent of Hitler are more detailed and (one feels) more re 
vealing; although there is a tendency to view events from the angle of the 
S.P.D. and to afford an ex-post justification of what is admitted to have been 
an “uninspiring course’ of successive retreat, eventuating in “costly conces- 
sions to the conservative point of view,” the toleration and bolstering-up of 
the reactionary Briining government and finally of Hindenberg. All this was 
perfectly logical given the initial “repudiation of Bolshevik methods and a 
Bolshevik alliance.’’ (It is here that we incidentally meet the revealing state 
ment that “Social Democrats were by necessity people who had sunk their 
roots deep into the soil of existing society.”’) 

In the concluding 100 pages the author turns to survey the contribution 
made by neo-Marxists (including Hilferding, Rosa Luxemberg, Otto Bauer, 
Grossmann, Sternberg and Lenin), the economists’ debate about economic cal 
culation in a socialist society and to a brief glance at the future. And it is in 
these last three chapters that we find the author’s own credo most succinctly 
expressed. The main service of Marxism is to have enabled determinism to 
“run its course” and so leave the way open for “a revival of interest in the 
economic problems of a socialist society” (although the author several times 
declares them to be incompatible, it is not clear why belief in historical fore 


cast should entirely exclude discussion of the best shape for a new system to 
take). This new interest in the problems of socialist society, in particular the 
rise of the Marktsoszialisten, swept away the traditional distinction between 
bourgeois and socialist economies, and merged socialist postulates with neo 
classical doctrine: a development of which the author evidently approves. 
lhe final chapter opens with the declaration that “the only chance for social 
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ism to preserve its character as an ecenomic reform movement, and perhaps 
even its existence, lies in increased emphasis upon economic planning in the 
sense of organized collective foresight of economic developments.” This 
“collective guidance,” however, “does not necessarily require the abolition of 
private property in the instruments of production,” and is apparently 
conceived of as being grafted upon the existing system of property and of 
private enterprise; with traditional socialization of the means of production 
and campaigns against economic privilege left behind as historical anachron 
isms 

Socialism is left to survive, if at all, as a combination of ethical creed and 
humanitarian message with a program of social engineering from which 
class struggle disappears. As such, this renovated social democracy is repre- 
sented (in the concluding pages) as being as much opposed to the growing 
strength of communism as in prewar days it was opposed to fascism. Rather 
sadly he concludes that “in the atomic age a crusade against the Soviet Union 
would amount to a suicide of mankind’; “we must reconcile ourselves to the 
realization that the large-scale use of force is now obsolete even as a means to 
extremely desirable ends’; in both halves of the world reliance must be placed 
instead on a peaceful evolutionary process. 

Maurice Doss 
Trinity College 
Cambridge, England 


capitalistiche ed economie pianificate. By Paoto 
Bari; Laterza, 1960. Pp. 246. L. 2000. 

The essays on capitalistic and planned economies collected in this volume 
are of interest, intrinsically and as a product of that significant segment of 
opinion among European intellectuals which operates within a Marxist frame- 
work. 

The book is organized in three parts. The theoretical groundwork is laid 
out in two lengthy essays, dealing respectively with the problem of economic 
development according to Marx and Schumpeter—at whose feet Professor 
Labini sat as a graduate student at Harvard—-and with monopolies, stagna- 
tion and Keynesian policies. This is followed by a detailed analysis of the 
U.S. recession of 1957-58 and by two papers of somewhat uneven value on 
nationalization in Britain and the contribution of public investment and ex 
penditure to the “German miracle.” The concluding section discusses com- 
parative growth trends in the Soviet Union and the United States, and the 
development of Red China, which the author visited for two months in 1958. 

The heart of Labini’s argument is that the modern business cycle is part 
and parcel of the historical process of capitalistic development as antici- 
pated by Marx and suggested also by Schumpeter. And while much of what 
the author has to say on the behavior of the postwar American economy and 
its inability to operate steadily at full capacity could be easily fitted within a 
New Deal (or shall we say, now, New Frontier?) approach, his Marxist as- 
sumptions lead him, naturally enough, to entirely different conclusions. 

Labini follows in the main Keynes in stressing the chronic insufficiency of 
effective demand (and to a smaller extent the role of liquidity preference, 
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about which he finds some anticipations in Marx), but links it to the effects 
of monopolistic concentration rather than to a diminishing propensity to con- 
sume, In common with others who focus upon oligopolies and “administered 
prices,” Labini feels that when the flow of investment is not governed by the 
independent state of demand, but reflects a small number of decisions which 
are keyed to the amount of corporate earnings available for reinvestment and 
to a monopolistic wage-price structure, all components of the general level of 
economic activity must fall short of their optimum. Market demand becomes 
a dependent variable of investment, rather than the other way around. Full 
employment and an acceptable rate of growth could be restored only through 
a steady expansion in public investment and the related growth of the public 
sector of the economy. Labini believes however that this is bound to meet 
with almost unsurmountable political and social obstacles, which can be elimi 
nated only as a result of the pressures originating from growing instability 
and major depressions. 

Following Marx, Labini points out that monopolistic concentration is the 
necessary feature of an advanced and hence “superior” stage of capitalistic 
development. It helps raise productivity and personal income, and to that ex 
tent it is an element of strength, Ultimately, of course, its adverse features 
take the upper hand, since they lead to chronic unemployment and instability 
The terminal point of the evolution is a highly centralized system, largely 
under public control. 

Not unexpectedly, Labini takes a distinctly favorable view of the economic 
performance of Soviet Russia and Red China, in contrast also to the slug 
gish growth of the U.S. economy. He does not gloss over the human cost of 
the communist type of development, but notes that abject poverty and the 
lack of freedom and dignity were the lot of the great numbers of people under 
the old dispensations. Recalling also the sufferings entailed by the early 
stages of the Industrial Revolution in England and other capitalistic societies, 
he is satisfied that the sacrifices exacted by the communist societies find a 
substantial degree of justification. Labini anticipates that a socialistic or at 
any event highly centralized pattern is likely to be adopted by most of the 
underdeveloped countries. At the same time, he senses that Soviet Russia, and 
perhaps also Red China, are beginning to move toward a relaxation of their 
coercive features, and is convinced that the restoration of a growing measure 
of individual freedom becomes necessary and inevitable as a planned society 
reaches economic maturity. 

It would be out of place to debate basic social philosophies in the context 
of a review. The author is entitled to his convictions, which he holds sincerely 
and not altogether uncritically; and it is true perhaps to a greater degree 
than it is generally appreciated on this side of the ocean that Marxism is a 
factor which influences the thinking and policies of its opponents no less than 
of its supporters. It is clear, however, that, because of his commitment to the 
Marxist view of history, Labini’s endeavor to combine the latter with an an- 
alytical investigation of the U.S. busniess cycle cannot be a very fruitful one. 
The two different levels of abstraction are merged in terms of fairly predict- 
able and predetermined conclusions, The marshalling of the factual evidence 
is one-sided, and there is little disposition to investigate adequately alterna- 
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tive principles and policies which cannot be fitted to the dialectics of the 
system, 

Though Labini is quite familiar with the contemporary U.S. scene, he 
overlooks the profound economic and social changes which have occurred in 
recent decades, and--among other things—the stabilizing effects of social se- 
curity payments and other transfers upon the flow of income. One finds 
also nowhere mention of the pitfalls entailed by comparisons between the 
U.S. and the communist economies, due not only to their different stages 
of maturity but also to the vast disparity in the amount and reliability of the 
information available. 

As for the communist economies, one might wish that the stress on their 
extremely impressive accomplishments were balanced—as it should be if 
the same critical standards are to be applied to the East and the West—by 
some notice of their own factors of instability, which become apparent from 
time to time when there is a major failure in crops or when basic shifts of eco- 
nomic policy are suddenly disclosed. And while Khrushchev’s tentative ges- 
tures toward decentralization and greater emphasis on consumer goods are 
probably significant, it remains to be seen whether, and if so how, the liberal- 
ization inherent to a mature stage of the economy may be permitted to gain 
the impetus required to bridge the gulf between a totalitarian and a demo 
cratic society. 

BRUNO Foa 

New York, N.Y. 


State Capitalism in the Economy of the United States. By Pauw K. Crosser. 
New York: Bookman Associates, 1960, Pp. 158. $4.00. 

This is a timely and stimulating book. The author avoids the textbook 
tangle of ideological comparisons and assumptions. State capitalism, accord- 
ingly, does not imply the existence of two economic sectors, public and 
private, or of state monopolies in industry. On the contrary, as defined by 
Crosser, the concept of state capitalism is applied to the causal relationship 
between ad hoc government interventions in view of periodic “malfunction- 
ing” (or due to the exigencies of war), and an evolving pattern of “privatiza- 
tion,” ¢.g., the appropriation of public funds for private ends, and the 
utilization of public controls for the protection oi private interests. The latter 
implies tacit acceptance of the “monopoloid” character of subsidized key in- 
dustries, the recognition of latent group conflicts in a pluralist society like 
ours, and hence, the use of public (“formal’’) controls for harmonizing the 
interests of business and its counterpart, the big unions, This is discussed in 
the 6th and 7th chapters. 

Sismondi (as quoted by Crosser) proposed the use of fiscal funds for state 
assistance to bankrupt industrialists and to the unemployed during a depres- 
sion. The antidepression measures of the early 1930’s were more or less of 
that nature. But, while these interventions were generally considered tempo- 
rary, the whole complex of subsidization and protection, as it evolved in the 
postwar years, is now accepted as permanently “built-in.” (The glib use of 
this term for popular consumption to designate all such practices as counter- 
cyclical, implies general approval.) This, according to Crosser, is the essence 
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of state capitalism, He traces the development of subsidization practices and 
the resulting privatization in the use of tax money, through Chapters 1 (in- 
dustrial production), 2 (foreign commerce), and 3 (agriculture) 

lax revenues earmarked for defense contracts are equivalent to the amount 
of the annual net private capital formation, Thus, as far as capital formation 
is concerned, private enterprise can be said to be “state financed,” Crosser 
suggests that costs and prices affecting defense contracts are manipulated to 
provide excessive risk premiums, not just as an insurance against unexpected 
cancellations, but as a cushion against the unpredictability of the market in 
the peace-goods sector of a corporation. The use of tax money for this purpose 
is highly discriminatory to business engaged exclusively in peace-goods pro 
duction. This is far more pronounced in foreign commerce, where a series of 
Congressional acts provided funds for disposal of surpluses, guarantees for 
investments, and thus created a climate for privatization of U.S. public funds, 
affecting not only private enterprise in the United State, but foreign as 
well, Crosser would have strengthened his case considerably, if he had in- 
cluded references to related source material (for example: renegotiation 
proceedings, examinations of write-offs, as well as hidden subsidies which, 
when they do come to light, offer some interesting revelations). 

Crosser assumes that, since the issue of nationalization still dominates pub 
lic opinion in Western Europe, the realization that “private enterprise cannot 
maintain itself without the assistance of public funds,’ would lead to re 
newed demands for nationalization. However, to cite only one example, the 
“new look” acquired by the German trade unions is an indication of a 
changed attitude, On the other hand, tha reviewer found a most scathing 
criticism of subsidization practices in Germany, in the old-line liberal 
(strongly antinationalization) Frankfurter Allegemeine. Sarcastically entitled 
Labyrinth der Liebesgaben (Liebesgaden originally meant gifts to soldiers at 
the front), the article shows that almost half of the German tax money goes 
into subsidies, Reading the list of the favored recipients, would stump even a 
Laporello, One thing is certain, the United States has no monopoly on state 
capitalist practices, as defined by Crosser. 

In the concluding chapter, Crosser outlines a theoretical framework for the 
interplay of socio-economic forces (conflict of interest, domination by privi- 
leged groups, internal balance of power), and suggests alternatives suitable 
to a pluralist society. 

FREDERICK SETHUR 

The City College of New York 


Central Planning in Czechoslovakia. By JAN M. Micnat., Stanford: Stan- 
ford University Press, 1960. Pp. xii, 274. $5.75. 


The subtitle of this study, Organisation for Growth in a Mature Economy, 
emphasizes the important relationship between the problems of planning and 
of economic maturity. In a period when opportunities for investment have 
become less obvious than in the decades of rapid population increase, a plan 
may make these opportunities more clearly visible and allow the continua- 
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tion of what may be called extensive growth on something like the nineteenth 
century scale. Unplanned mature economies, on the other hand, have to 
compensate for a loss in depth of capital-use by a gain in breadth; and the sub 
stitution of intensive growth for extensive growth may not be adequate in a 
system in which the course of economic development is uncharted 

The Czech experience with central planning appears to the author to be 
particularly instructive, because the problems which planning is intended to 
solve originate more from a high state of industrialization than from econ 
nomic change as such, and they are consequently more directly comparable to 
similar problems in the market economies of Western Europe and the United 
States. The progress of a mature, centrally planned economy makes it possible 
to reach conclusions as to the optimum combination of extensive and intensive 
growth that can be reached in such an economy and as to the comparative 
economic efficiency of mature market and centrally planned economies 
Czechoslovak planning provides, furthermore, a demonstration case for the 
continuation of extensive growth made possible by (hidden) economic aid 
through international trade, which has the same function as had colonial de 
pendencies or land reserves still to be settled in the nineteenth century. What 
unplanned market economy granted in 1956-57 low-interest, long-term credits 
amounting to $40 per head of its own population? 

The foregoing considerations are implicit in the author’s collection of 
statistics and the general information which he provides-on Czechoslovakia’s 
economy. In his presentation, “the stress is placed on statistical tables rather 
than on the text” (p. 4). He examines the different sectors of the economy in 
ten chapters similar to the arrangement in the Czechoslovak Statistical Year 
hook, A chapter on population and manpower, mainly containing demographic 
data and carefully avoiding any discussion of labor issues, is followed by 
chapters on industry, construction, agriculture, and transportation, the main 
activities producing national income in the Marxist sense. The discussion of 
Czech external trade, the core of the work, attempts to gauge the development 
of the country’s terms of trade and its contribution to foreign aid by the bi 
lateral external trade net subsidies. The chapter on money and prices offers a 
factual outline of currency manipulations and of some of the difficulties arising 
when planned production rather than costs determine the output level. The 
resource allocation process is set forth in an account of the state budget and 
investments. The chapter on population, incomes, and the standard of 
living supplies a number of indicators of the material welfare of the Czechs, 
not excluding mass leisure facilities; and the last chapter tries to assess na 
tional economic capacity by reviewing the growth of national incorne and 
expenditure since 1948, adjusted for the estimated achievements of the “non- 
productive” sectors. Results of the 1959 plan, the project for 1960, and the 
targets of the third five-year plan are given in an appendix. 

Most aspects of the Czech economy are systematically compared in the 
statistical tables with the market economies of Austria, West Germany, 
France, the United Kingdom and the United States and the planned econo- 
mies of East Germany, Poland, Hungary, the Soviet Union, and Yugoslavia. 
There is, unfortunately, no comparison with the prewar growth of the Czech 
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economy. Few prewar figures are in the tables, and the narrative altogethe: 
lacks historical perspective. 

Another shortcoming of the volume is the frequent paraphrasing of statis- 
tics without much interpretation, Dealing with Czech investment policies, the 
author candidly states that “as in most of the other chapters of this book, the 
comments will be compressed into a descriptive framework, telling what hap 
pened , . . rather than why it happened” (p. 172). This reticence with regard 
to interpretation is surprising inasmuch as Michal is convinced of the basic 
reliability of Czech statistics. A more extensive qualitative assessment could 
also have taken into account the fact that national income fails to measure 
adequately the change in output over time because of the index-number 
problem and because the private sector in agriculture is not taken into ac 
count, 

The sketchiness of explanation, furthermore, goes along with a vagueness 
in theoretical framework. It is one thing to state correctly the calculation of 
the commodity terms of trade; it is another thing to give this calculation 
significance in view of the unrepresentativeness of Czech export prices and 
deliberate underbidding in foreign markets. Some elaboration of Czech for 
eign commercial policy and the role intended for the country by the Council 
for Mutual Economic Aid would seem to have been required. The limited 
theoretical interest of the author is also evident in his narrowly pragmatic 
accounting for failures to fulfill the plan. Thus “inexperienced personnel” 
stands for methodological inconsistencies in planning. Some attention to 
recent Czech and Polish theoretical deliberations, which seem to have sup 
planted the scholastic tone of an earlier period, would have provided a better 
basis for understanding Czech self-assessment of planning achievements. 

Michal, a consultant to the Stanford Research Institute, provides us with 
a valuable source of selected social and economic statistics. He clearly rea- 
lizes that his approach, “limited to a description of economic developments in 
a rather narrow materialistic sense” (p. 243), does not provide a definitive 
evaluation of planned growth in a mature economy. 

Paut J. MEIER 

University of Massachusetts 


Business Fluctuations 


What You Should Know About Inflation. By Henry Hazuirr. Princeton, 
N. J.: D. Van Nostrand Co., 1960, Pp. vi, 152. $3.50. 

Henry Hazlitt states in the preface to his latest book that it is offered 
for readers who have asked for “a brief and simple exposition of the causes 
and cure of inflation” plus “advice . . . they [can] follow personally to 
prevent further erosion in the purchasing power of their savings.” The book 
consists of 44 very brief chapters totaling 152 pages; as Hazlitt notes, most of 
the material originally appeared in his Newsweek articles. Only about five 
pages deal with the second of the stated aims from the standpoint of an indi- 
vidual with no influence on public policy. 

As readers acquainted with Hazlitt’s opinions will anticipate, the book 
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constantly emphasizes the virtues of the free enterprise system. Although not 
referred to by name, the long-run quantity theory of money is the chief tool 
in Hazlitt’s analysis of inflation. (Hazlitt usually couples “money” and 
“credit” ambiguously with no attention to the difference between these two 
concepts; in this practice, however, he is not out of step with much monetary 
literature.) Keynesian ideas make no appearance. In brief, what Hazlitt 
thinks the reader should know about inflation includes: (1) Inflation pena- 
lizes thrift, encourages gambling, and in many other ways undermines the free 
enterprise system. (2) Increases in the supply of money are essentially the 
only cause of inflation. (3) Increases in the money supply occur solely as a 
result of government action. (4) Willingness to restore the gold (coin) 
standard is probably a necessary and sufficient condition for halting infla- 
tion— a long section of the book examines this topic and how to achieve the 
return without deflation. (5) There is not or should not be any real conflict 
between price stability and other objectives. Wartime finance receives no 
explicit attention. The role of war in generating inflation is de-emphasized. 
By the close of the book Hazlitt has discussed the consequences of continuous 
creeping inflation (bad in itself, a self-defeating, ultimately ruinous policy 
once the public anticipates continuing inflation), the wage-price spiral (im- 
possible without increases in the quantity of money), selective credit con- 
trols (discriminatory and no substitute for general control), and many other 
topics. Slichter and several others receive harsh, sometimes not wholly unfair, 
criticism. 

On the conflict between price stability and high employment and growth, 
Hazlitt asserts both (1) that there is no conflict (p. 95), and (2) that unem- 
ployment is serious, but “it hardly justifies reckless deficit spending or further 
dilution of the dollar in an effort to cure it. We could more profitably look, in 
times of abnormal unemployment, at the relation of key wage rates to prices 
and consumer demand” (p. 110). 

What can one fairly say about this? The book has several virtues. Hazlitt 
wages war on sloppy thinking regarding incentives and inconsistencies in pub- 
lic pronouncements (for example, in the Economic Report of the President 
for January 1959). He draws attention to essentially all the possible unde- 
sirable consequences of inflation. His analysis of many topics is correct. But 
Hazelitt goes too far. The book comes in the end to an implicit exposition of 
Hazlitt’s values with no reference to other, widely held values and a mis- 
leading portrayal, moreover, of the state of economic knowledge. For 
example, professional economists’ knowledge concerning the probable price 
level-unemployment combination resulting from adoption of Hazlitt’s rec- 
ommendations is very limited. The book gives no instruction on this point or 
its connection with conflict in the political arena. Other sources will be re- 
quired, consequently, if a reader is to gain any understanding at all of why 
we have not yet chosen to completely “cure” inflation. 

H. LAURENCE MILteEp, Jr. 

University of California, Los Angeles 
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Money, Credit and Banking; Monetary Policy; Consumer 
Finance; Mortgage Credit 


Bank Deposits and Legal Reserve Requirements. By Frank E, Norton and 
New H. Jacopy. Los Angeles: University of California Press, 1959. 
Pp. xiv, 139. 

This study, aptly subtitled in the Smithian tradition, “A Study of the Legal 
Reserve Requirements of the Federal Reserve System in the Light of the 
Composition and Behavior of Deposits in Member Banks of Different Sizes, 
Locations, and Forms of Organization, Including Individual Offices of Branch 
and Unit Banks’ was undertaken by the authors in 1955 “to appraise the 
[present] system and some alternative systems of determining the legal 
reserve requirements of individual member banks.”’ 

The authors, who indicate a high degree of familiarity with the institutional 
aspects of commercial banking as well as with current monetary theory, 
analyze the propositions that the tripartite classification of commercial banks 
and the differential reserve requirements, as originally established under the 
National Banking System modified under the Federal Reserve System, are 
neither consistent with efficient private management of commercial banking 
institutions nor compatible with effective monetary control. Recognizing that 
the establishment of rational reserve requirements of individual member banks 
must be consistent with efficient bank management and effective monetary 
policy, the authors analyze the problem from a historical and a theoretical 
basis. In addition, the study brings hitherto undeveloped and unpublished sta 
tistical evidence to bear upon the problem. 

After a short, concisely written introductory chapter in which the nature, 
purpose and methodology of the study are clearly described, the authors pre- 
sent in Chapter 2 the historical evolution of legal reserve requirements for 
state as well as national banks. Of special interest to monetary historians, 
particularly in light of relatively frequent variations in legal reserve require- 
ments of the recent past, is to recall that reserve requirements for national 
banks remained unchanged for the threefold classification of member banks 
from June 21, 1917, to August 16, 1936. Clearly indicated in the study are the 
dynamic nature of commercial banking and the necessity to institute regula- 
tory practices which are consistent with the changing role of banking insti- 
tutions in the U.S. economy. Thus, the shift in the institutional organization 
of commercial banking from a paper-money banking system with its emphasis 
upon liquidity to provide convertibility to deposit banking accomplished by 
the monetization of debt instruments and the utilization of legal reserve re- 
quirements as a necessary and desirable tool of monetary policy is ably de- 
scribed. The administrative lag on the part of the supervisory authorities in 
developing a reserve requirement structure consistent with nondiscriminatory 
private bank management and modern commercial bank practice rather than 
with the institutional organization of commercial banking under the National 
Banking System is also clearly demonstrated. 

In Chapter 3, entitled “Economic Analysis of Legal Reserve Require- 
ments,” is presented an extremely concise and cogent review of current legal 
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reserve requirements and their economic implications. In the words of the 
authors (p. 49), ‘the only theoretically valid criterion of reserve requirements 
is some measure of a bank’s proportional contribution to the aggregate de- 
mand for national product . . . Consequently, it is necessary to relate reserve 
requirements to deposit turnover.” Thus, current and previously suggested 
alternative bases for the establishment of a legal reserve requirement struc- 
ture are considered and rejected as not compatible with the criterion estab- 
lished. Among those bases eliminated are the geographic location of the 
banking office, the contractual duration of deposits, the business of the de 
positor, and the variability of deposit balances over time. 

A large part of the monograph (Chapters 4-6) is concerned with a system- 
atic investigation of the relationships among deposit turnover, composition 
and size of deposit balances on the one hand and the location, form of organ- 
ization and size of banks on the other hand. On the basis of the analyses of 
the relationships among the principal variables and the utilization of statisti- 
cal techniques consistent with the availability and quality of the data, the 
authors conclude that the present reserve requirements per dollar of demand 
deposits are not proportional to the average annual rate of turnover of de- 
mand deposits for banks taken as a group in each of the present threefold 
geographic classes. They conclude that the most valid means of distributing 
reserve requirements among individual banks would be on the bases of both 
the amount and the rate of turnover of their demand deposits; and further 
that the size of a bank, as measured by its total deposits, correlates better 
with its deposit turnover than does its location or form of organization. 

Granting the importance of administrative inertia, perhaps one of the rea- 
sons for the lack of reform in legal reserve requirements has been the inade- 
quacy (or total absence) of empirical evidence which would substantiate 
modifications in regulatory practices. Although this study was based in part 
upon 1951 statistical data, current evidence indicates that not only would 
the effectiveness of monetary policy be enhanced, but the efficiency of the 
administration of bank assets would be improved through the substitution of 
a deposit turnover classification for banks of similar deposit size for the exist- 
ing geographic classification. 

Conclusions developed in this study give theoretical justification for the 
recent (August 25 and September 1, 1959) authorization to country banks to 
count vault cash in excess of 2% per cent of net demand deposits in meeting 
their reserve requirements. Previously, they could count such cash in excess 
of 4 per cent. Central reserve and reserve city banks were authorized to 
count vault cash in excess of one per cent of net demand deposits instead 
of the previous 2 per cent in meeting reserve requirements. In addition, this 
study provides a firm foundation for the passage of the 1959 law which pro- 
vides for the elimination of the reserve requirement differential between cen- 
tral reserve and reserve city member banks by 1962. However, the inequitable 
reserve requirement discrimination against “outlying banks” and branch 
banks maintaining head offices in metropolitan areas still exists. 

The unique contribution of this excellent study is found in the skillful 
utilization of the historical, theoretical and empirical approaches to the de- 
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velopment of a solution to a long-standing problem in the administration of 
legal reserve requirements. In the opinion of this reviewer, more research of 
this type should be encouraged. 

This short, 139-page monograph, including appendix, may well prove to be 
of tremendous help not only to advanced students of monetary theory and bank 
administration, but also to monetary policy-makers. 

LAWRENCE V. CoNWAY 

The American Savings and Loan Institute 

Chicago, Illinois 


Finanzreform. By W1LHeLtM NEUBAUER. Vienna: Springer Verlag, 1960. Pp. ix, 
378. $6.65; paper, DM 5.70. 

The subtitle calls this book a proposal for avoiding monetary disorders, for 
simplifying the tax system, and for rationalizing financing methods. Although 
specifically directed to the Austrian situation, the American reader may find 
the discussed proposals of some interest. 

It is Neubauer’s contention that business cycles may be explained in a 
monetary way. They may be controlled during deflationary periods by in- 
creasing the supply of money, and during inflation by a turnover tax, to stop 
inflationary pressures. A combination of these two methods is all that is 
needed for combating the business cycle. 

To make such action effective, decisions on both monetary and tax matters 
would have to be made in a Government Currency Office with the assistance 
of economic advisory councils, bodies which would also represent the con- 
sumers, among others. Such an office would have to abandon any fiscal 
rationale behind taxation, and rather see in the turnover tax a powerful 
means for regulating the supply of money so that business cycles could be 
flattened out. The sole supply of funds for the public economy (in addition 
to the turnover tax revenue) would come from printing an additional supply 
of money without regard to any limitations inherent in reserve requirements 
or gold stocks. The only limit would be the maintenance of a stable economy. 
In such a way the public economy no longer would depend on borrowing. 
The government also could abolish all methods of self-financing and substan- 
tially reduce all public prices (e¢.g., tolls). This would be a simple way of 
financing everything, and as the author says, it would spur production, im- 
prove the standards of health and strengthen the working potential of the 
population. 

Taxes generally restrict supply, rather then demand for goods, since they 
contribute to a rise in prices, the author contends. The goal of any govern- 
mental policy, therefore, should be a simplification of the tax system. Most 
taxes could be abolished. This is especially true of the income tax, the pro- 
gressive rates of which restrict the individual’s freedom, according to 
Neubauer. But also social security taxes, property taxes ard the host of other 
taxes could be discarded, since they no longer would be needed for revenue 
purposes. The central remaining tax would be the turnover tax. The rate of 
this tax would increase with the inflationary pressures and decrease during 
deflation. Some differentiation of rates could be made depending upon the 


BOOK REVIEWS 461 


kind of transaction taxed. Perhaps in addition to the normal rate a reduced 
rate for mass consumption products and an increased rate for luxury goods 
would suffice. Some production, ¢.g., agriculture, could be completely exempted 
from the tax. Neubauer emphasizes that the Soviet Union uses the turnover 
tax to such an extent, that only 7.8 per cent of the state budget was covered 
by direct taxes during 1958. It is possible that additiona) taxes could be re- 
lated to the turnover on real property and on stocks, such as a tax on land rent, 
in line with Henry George’s proposals. 

A reduction of the tax structure would also result in a great simplification 
of the governmental machinery and, as the author contends, even make pos 
sible a reduction in administrative personnel. 

The goal of the proposed reform is what the author calls either social 
liberalism or a free communal economy (freie Gemeinwirtschaft). It is the 
accomplishment of welfare-state goals without a multiplicity of taxes. It is 
also the accomplishment of socialism without using socialistic methods. The 
system may be used not only within a single country, but may be expanded 
internationally by an abolition of tariffs, by removal of restrictions on the 
movement of peoples, and by introducing a genuine world parliament instead 
of the present restricted United Nations. 

It has been necessary to give a rather lengthy summary of the book’s con- 
tents, since it contains many unorthodox economic ideas. What strikes the 
reviewer is first and foremost the emphasis on a single cause of the business 
cycle—money supply. Then, it is interesting to note that Neubauer continu- 
ously states that his reform proposals are made in the name of freedom, yet 
increased state controls are quite obviously present in the proposals. How 
should these two be combined? And will the turnover tax really be as effec- 
tive as it is envisaged? Would the currency office really restrain itself in the 
printing of money? 

The shortcomings of the book are quite evident. If one adds the lack of a 
bibliography and a scarcity of footnotes (rather old sources at that), these 
shortcomings are further accentuated. Nevertheless the book still has value. 
Only marginal proposals, such as Neubauer’s, allow one to see that multi- 
plicity of taxes creates serious problems while providing revenues for the 
government, and that the lack of funds for the purposes of government may 
have serious consequences, as also shown recently in the writings of Bator 
and Galbraith. Within limitations, then, it is a stimulating book. 


Jerzy HAUPTMANN 
Park College 


Aspectos monetarios de las économias latinoamericanos, 1959. Mexico: 
Centro de Estudios Monetarios Latinoamericanos, 1960. Pp. 328. $2.00. 


This is the fourth of a series of annual reports by the Mexican Center of 
Latin American Monetary Studies, and the most extensive so far—though not 
by virtue of its length the richest in new material of value to the foreign ob- 
server of developments south of our border. Nearly one-third of the space is 
taken up by the first chapter, a lengthy review of world economic develop- 
ments. This kind of information is available in other sources, particularly the 
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United Nations Economic Commission for Latin America, and in rather more 
timely fashion. Nonetheless it is perhaps not useless for the reader to be 
reminded of the slowing, in some countries a near-stagnation, of economic 
growth, related to a gradual erosion of exports and the capacity to pay for 
imports over the last several years. 

The second chapter, ‘as customary in these surveys, deals with internal 
monetary developments. The period under review is interesting because it af- 
fords a preliminary evaluation of a number of stabilization programs that 
were initiated with the assistance of the International Monetary Fund, often 
in combination with official and private capital provided in the United States 
and in Europe. Among the case sketches Argentina, Chile and Peru are of 
special interest in view of their close economic relations with the United 
States. The success of their stabilization experiences may well also be de- 
cisive for the future attitude of other countries fated to follow in their path. 
The most important hold-out is, of course, Brazil, which has so far balked at 
the austerity demanded in return for stabilization assistance. The CEMLA 
survey’s authors—staunch supporters of monetary virtue, no doubt—do not 
flinch at hinting at the social cost of stabilization and the very real danger 
of stagnation in its wake, unless determined efforts are made to move the 
“tranquillized” economy off dead center again. 

The third chapter on external monetary matters is a recital of events con- 
cerning the region’s balance of payments and international loans without 
which the shrinking volume of imports would have been even more grievously 
affected. This section overlaps parts of the first chapter. It concludes with a 
review of developments in the field of exchange rates, payment and commod- 
ity agreements, specially in the case of coffee. 

The fourth chapter at first promises to be analytically the most interesting 
fare though it soon proves to be rather too ambitious. Using a theoretical 
model set forth by Robert Triffin at the Fifth Meeting of Central Bank Tech- 
nicians in Bogota in 1957, it presents for sixteen countries the evolution of 
national expenditure and how it was financed—in real terms and through 
price changes—internally by credit monetization and externally by capital 
flows and reserve movements. An interesting concept and a bold experiment, 
no doubt, but one that succeeds or fails in direct proportion to the quality of 
the statistical input. Anyone who has attempted to evaluate the national in- 
come estimates and other material in economically—and statistically—less 
developed countries can hardly fail to be intrigued and puzzled by the con- 
fident presentation of such a mass of data in no less than 48 tables. Although 
this reviewer does not feel qualified to pass judgment on the numerical va- 
lidity of the results, he has to confess to a great deal of uneasiness about the 
impression of excessive precision that is only partly allayed by the authors’ 
commendable urging of caution. 

On the whole, except for the pioneering last chapter—a move towards a 
still rather dimly perceived statistical frontier—the survey is analytically 
rather bland. This may be due to a change in authorship of this volume—by 
Miguel S. Wionczek and Juan M. Brcich—compared with the earlier and 
partly more problem-oriented annuals by Theodore A. Sumberg. But it con- 
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tains matiy incidental sidelights and insights that are not without interest to 
an American reader willing to winnow them from the less original mass of 
material. 
Henry G. AUBREY 
New School for Social Research 
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Personal Deductions in the Federal Income Tax. By C. Harry KAHN. 
Princeton: Princeton University Press, for National Bureau of Eco- 
nomic Research, 1960. Pp. xxix, 237. $5.00. 


Income Tax Exemptions. By Micuart E. Levy. Amsterdam: North-Holland 
Publishing Co., 1960. Pp. xii, 148. $4.00. 

Professor Kahn and Dr. Levy are both concerned with procedures em- 
ployed in the definition of the personal income tax base. Both are concerned 
with the effect of these tax conventions on incentives and the distribution of 
taxes. Yet there is little similarity between the two works. Kalin’s volume is 
basically an examination of changes through time in the statistics for those 
deductions which have been allowed under the federal income tax law. Levy’s 
monograph is a theoretical study of exemptions as a genus of tax conventions, 
and it contains little reference to U.S. historical experience. Therefore they 
will be treated separately. 

The primary purpose of Kahn’s work is the description of the quantitative 
significance of personal deductions reported on income tax returns in the 
United States from 1919 to 1956. His major source of data is the annual pre- 
audit figures of the Internal Revenue Service as published in Statistics of 
Income. Yearly data are presented for total deductions and deductions by 
type both in absolute terms and as proportions of adjusted gross income. 
Data for the distribution of total and individual deductions by income class 
are also given. Some data on exemptions are presented in order to establish 
the relative importance of deductions over the period studied. Separate chap- 
ters are devoted to each of the major individual deductions: philanthropic 
contributions, nonbusiness taxes, personal interest payments, medical expen- 
ses, and the standard deduction. 

Kahn’s data show that there has been a slight increase in the ratio of total 
deductions to total adjusted gross income. The introduction of the standard 
deduction in the 1940’s seems a major factor in the explanation of this change. 
The data also indicate that over the business cycle, the proportional change 
in the volume of deductions is less than the proportional change in adjusted 
gross income. The system of deductions has thus contributed somewhat to the 
built-in flexibility of the fiscal system. Another finding of interest concerns 
the distribution of deductions by income class. Prior to the second world 
war the ratio of deductions to income tended to increase with the level of in- 
come. More recent data indicate that the lowest ratios of deductions to income 
are found in the income classes falling in the $10,000 to $50,000 per year 
range. While the change in the ratio of total deductions to adjusted gross in- 
come has been slight, the shift in the distribution of deductions by type seems 
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to have been considerable. Evaluation of these trends is made difficult because 
most of the deductions taken by the lower-income classes is now taken in the 
form of the standard deduction. Subject to this major limitation it appears 
that the deduction for personal interest is less important now than in the 
1920’s while there has been an increase in the relative importance of the de- 
duction for nonbusiness taxes. 

Kahn also discusses the apparent motives behind legislative enactment of 
individual deductions. We are reminded that some of the deductions were in- 
tended to refine gross income to economic net income. Others were intended 
to further refine economic net income to a measure of the ability to pay. The 
provision for deduction of philanthropic contributions seems particularly 
based on the hope that the provision will encourage private support of socially 
desirable activities, some of which are close substitutes for government ac- 
tion. Has the deduction encouraged philanthropy? More to the point, has the 
loss of tax revenue exceeded the volume of additional contributions to those 
institutions which provide services which the government would probably 
want to maintain in the absence of philanthropy? Since these are two of the 
most important economic questions relating to the system of deductions, 
Kahn’s conclusions deserve discussion. He avoids a definite answer to these 
questions but seems inclined toward the conclusion that philanthropic con- 
tributions in the aggregate are insensitive to tax incentives. 

On the basis of independent estimates of the volume of philanthropic con- 
tributions Kahn has found that the ratio of total contributions to total income 
has remained stable through time. He recognizes, of course, that this is no 
evidence that the tax incentive has been ineffective. Kahn’s major argument 
against the hypothesis that the volume of contributions is sensitive to the 
price of giving is his finding that the introduction of the standard deduction 
did not change the ratio of total contributions to total income. 

This argument is not convincing. Kahn has found that the ratio of contri- 
butions to income for taxpayers who itemize their deductions has been stable 
and higher than the estimated ratio for all taxpayers. The aggregate contribu- 
tion ratio has remained constant. Since the proportion of taxpayers who have 
chosen to itemize deductions has increased substantially through time, it can 
be inferred, therefore, that the contribution ratio for taxpayers who have used 
the standard deduction must have fallen through time. This does not prove that 
such taxpayers have proved sensitive to loss of the tax incentive. With time an 
increasing portion of the group which has chosen to use the standard deduc- 
tion has come from the lowest-income classes. Since the ratio of contributions 
to income increases with relative income, it mighi be argued that this inferred 
decrease in the contribution ratio of taxpayers using the standard deduction 
represents a relative-income effect. If this is the case, however, why has the 
contribution ratio of taxpayers who itemize not decreased? May not the 
explanation be that contributions have proved somewhat sensitive to the tax 
incentive? Kahn’s data show that the ratio of reported contributions to in- 
come has increased for persons with yearly income in excess of $10,000. It is 
possible but not certain that the contribution ratio for persons in the income 
range of $5,000 to $10,000 per year has increased, since contributions made 
by individuals in this group who used the standard deduction can be estimated 
only roughly. 
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It is likely that the incentive (and disincentive) effects of taxation on phil- 
anthropic contributions have been very mild for the low-income groups, 
although Kahn has not proved this. When considering the justification for 
the deduction, it should be remembered that the revenue loss from this deduc- 
tion does not come primarily from those low-income groups for which we have 
the most reason to expect little response to the incentive, since these taxpay- 
ers are predominantly users of the standard deduction. The deduction for 
contributions would be harder to justify if the standard deduction did not 
exist. 

Kahn also suggests that a tax credit for contributions might be preferable 
to a deduction. Again, his analysis is sketchy. Kahn’s data show that the 
upper-income classes contribute relatively more to those institutions that are 
particularly engaged in the production of services which are close substi- 
tutes for government action than do the low-income groups. It seems fair 
to ask whether it is desirable to eliminate the present discrimination in favor 
of those philanthropies which, on grounds other than simple equity, the 
government has most reason to support. 

Kahn has provided a convenient summary of the statistics on tax deduc- 
tions. We are reminded that the deduction system has not resulted in any 
noteworthy change in the aggregate tax burden or the schedule of effective 
marginal tax rates. The prinicpal effect of the deductions has been the re- 
distribution of taxes from those with more than average deductible ex- 
penses to those with relatively small deductions. Thanks to Kahn, we know 
something more about the importance of this redistribution. 

Levy’s volume is thinner in size and intent. The announced purpose is the 
provision of a systematic analysis of the impact of exemptions from the income 
tax on the average effective tax rate, the degree of tax progessivity, and the 
incentive to work. Levy’s initial concern is with both vanishing and continu- 
ing exemptions, but examination of the various types of exemptions with re- 
spect to a set of tax criteria (Pigou’s criteria amended) prompts him to 
concentrate his analysis on the continuing exemption. There is no discussion 
of the value judgments upon which the tax criteria depend. 

The analysis of the effect of exemptions on the average effective tax rate 
and the degree of tax progressivity is likely to strike the nonspecialist as 
tedious. A discussion of the change through time in the distribution of taxes 
in the United States as related to changes in the importance of the standard 
exemption would have been welcome here. The reduction in the ratio of ex- 
emptions to total adjusted gross income from 73 per cent in 1918 to 33 per 
cent in 1955 indicates the order of significance of this change. The portion of 
Levy’s work most likely to be of some interest to the nonspecialist is his 
theoretical discussion of the effects of alternative changes in the tax structure 
on the incentive to work. His conclusion is that an increase in the standard 
exemption of sufficient magnitude to shift a large part of the tax-paying 
population into a lower marginal-tax bracket is more likely to increase the 
incentive to work for individuals earning medium or high incomes than is an 
across-the-board reduction in rates by an absolute percentage that leads to the 
same revenue loss. 

RoBeErt L. SLIGHTON 


Stanford University 
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Public Finance and the General Welfare. By Troy J. Cautey. Columbus: 
Charles E. Merrill Books, Inc., 1960. Pp. xvi, 398. $5.95. 

This textbook covers the usual range of subjects organized conventionally 
in sections treating the nature of government finance, public expenditures, 
revenues, debt, and finally fiscal policy. Professor Cauley has condensed the 
material into fewer pages than is usual for a textbook in public finance. The 
curtailed treatment results in frequent generalizations undeveloped in detail. 

The brevity of the book should make it especially useful as a text to an in- 
structor using extensive supplementary readings. The author provides guid- 
ance to the student seeking added explanation of the subject in each chapter 
by a well-chosen list of recommended readings and by a series of questions 
for discussion demanding analysis and knowledge reaching well beyond the 
presentation in the text. Indeed, Cauley writes for two distinct levels of un- 
derstanding. An intelligent reading of his elementary descriptions of govern- 
ment finance requires considerably less background in economics than does a 
comprehension of his recommendations for tax reform and fiscal policy. 

Considering its brevity, the book is remarkably complete. But certain 
aspects of public finance sometimes included in introductory texts are omit- 
ted. The emphasis is on federal finance, except in the chapter on intergov- 
ernmental fiscal relations. Little attention is given to the pressing problems of 
local finance in large metropolitan areas. The significance for fiscal policy of 
the concept of the cash budget as opposed to the administrative budget is 
not elaborated. The book treats exclusively the public finances of the United 
States, with few international comparisons. Taxes not used in the United 
States such as the capital levy, the net worth tax, and the expenditures tax 
are not discussed. The history of the theory of public finance is omitted. At 
the same time, other subjects unnecessary in a textbook designed for the stu- 
dent who already has completed an introductory course in economics are 
included—for example, the measurement of national income and the operation 
of the banking system. The charts in the chapter on the theory of incidence 
would be more effective if accompanied by a fuller interpretation of them in 
the text. In subsequent printings of this book, the apparent errors in drawing 
Figures 6-3 and 6-4 should be corrected. 

Cauley does not restrict himself to objective description. He often adds to 
the factual presentation an evaluation with recommendations for improve- 
ments. To illustrate: He concludes his chapters on the personal income tax 
with proposals to tax capital gains as income after adjustments for capital 
losses; to adopt a system of averaging income through time; to allow larger 
personal exemptions for taxpayers in the lower than in the higher income 
brackets; to provide in computing the tax for the depletion of human re- 
sources; and to reduce the special depletion allowance for oil. He concludes 
the book with “Some Suggestions” among which is a proposal of an adapta- 
tion of the escalator clause to the personal income tax to produce a variation 
in the rates of the tax with a price index and with the volume of unemploy- 
ment. 

Throughout the book, Cauley emphasizes the general welfare. His chief 
criterion for judging the contribution of the fiscal system to the general wel- 
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fare is its “functional adequacy” in achieving full employment and stable 
prices. He expresses his debt to J. K. Galbraith for his concept of “social 
balance.” In the section on fiscal policy, he gives approximately the same 
space to the control of inflation as to the control of depression, although he 
is less hopeful of success in combatting inflation. 

Cauley has written a readable text which should stir the interest of stu- 
dents and lead them to look further for additional information and theoretical 
tools. Its very shortness may give it an advantage in this respect over a more 
cyclopedic text. 

MARION HAMILTON GILLIM 

Barnard College, Columbia University 


International Economics 


Economic Consequences of the Size of Nations. Proceedings of a Conference 
held by the International Economic Association. Edited by E. A. G. Rosin- 
son. New York: St. Martin’s Press, 1960. Pp. xxii, 447. $10.00. 

Do large countries have an economic advantage over small ones? The 
quick and intuitive answer to this question is, ““O/ course.” But after thorough 
study and consideration, the economists whose essays on this topic were pre- 
sented at the 1957 Conference of the International Economic Association 
were not sure at all. Most of them ended on a note of ‘“Maybe—maybe not.” 

Nevertheless, although the initial consensus about the disadvantages of 
being a pigmy fades under a barrage of special considerations, varying points 
of view, and different frames of references, the point is not entirely lost. If a 
simple summary can be given for so heterogeneous a group of theoretical 
papers, it is that there are economic advantages to being a large nation—but 
that they arise from political, institutional or strategic factors rather than 
strictly economic ones, And this conclusion finds support in many of the in- 
dependently prepared case studies of large and small individual countries 
which are also presented. 

For example, the papers by J. Jewkes and Corwin Edwards, concentrating 
on economic factors alone, both deny that the size of nations affects the ef- 
ficiency of the firm. Jewkes finds that, though the industria] nations of the 
world enjoyed a good record of economic growth in the interwar period, the 
average size of manufacturing firms (measured by number of wage earners) 
did not increase significantly. This leads him to believe that the optimum size 
of factories is rather small, irrespective of the size of nations, and that eco- 
nomic growth finds expression, instead, either in a proliferation of new firms 
which take on specialist functions in the productive process or in the diver- 
sification of existing firms, (This finding is echoed in Sol Fabricant’s study of 
the U.S. economy.) Corwin Edwards continues this analysis by adding that 
specialist firms and large integrated companies both may establish in small 
countries if their foreign markets are assured. Thus he also denies that na- 
tional boundaries necessarily have an economic effect—unless they represent 
trade barriers imposed, for political or strategic purposes, by a national gov- 
ernment or by a cartel. 


468 THE AMERICAN ECONOMIC REVIEW 


This same point is made, though in a different way, in the paper by Tibor 
Scitovsky. He presents what one might call the conventional case for economic 
integration: that larger markets encourage firms not only to specialize and to 
increase their output at lower unit costs, but also to compete in a geograph- 
ically larger area at lower prices. Although the classical argument for free 
trade among sovereign nations is couched in exactly the same terms, Scitovsky 
rejects it because he believes that export trade, which depends on political 
as well as economic motivation, is too unreliable to encourage much depen- 
dence on it. 

Robert Triffin’s discussion concentrates on the problems of trade controls, 
and he states the argument for economic union most pointedly: Foreign 
trade does not really substitute for economic integration because, contrary 
to the expectation of classical writers, modern national governments do (in 
emergencies) pursue trade policies which discriminate against countries with 
inferior bargaining power. Thus small countries find their interests better 
protected in economic integration, and they have spearheaded the drive for 
progressively more comprehensive agreements to achieve it—first Benelux, 
then the European Payments Union and the Coal & Steel Community, and 
now the Common Market and the Free Trade Area. 

Not all of the analytical papers concern themselves with this single issue. 
Some of them discuss other problems that concern small nations—their rel- 
ative stability, their chances of development, their efficiency in administra- 
tion, etc.—and in a number of cases they find their observations confirmed 
by the evidence developed in individual country studies. Simon Kuznets, who 
relates the successful economic development of many small countries to in- 
ternal coherence, adaptability to external change, and close commercial ties 
to other countries, has his argument neatly illustrated by W. A. Joehr and 
F. Kneschaurek in their study of Switzerland. On a more theoretical level, 
Lorie Tarshis reasons that a small country is best insulated against business 
cycle fluctuations abroad if the income elasticity of demand for its exports 
is small. This conforms to L. Pinto’s finding that one of Portugal’s problems 
is the nature of that country’s exports: they consist largely of nonessential 
items like port wine and canned fish. As a final example, E. A. G. Robinson 
suggests that there are economies of scale in the cost of government. Though 
his own international comparisons do not confirm this hypothesis (because, 
one suspects, different governments establish widely varying criteria for the 
social, economic and military services which they provide), his view receives 
support in W. Prest’s study of the Australian experience. The governments of 
large Australian states actually subsidize the smail ones in the interest of uni- 
form standards for public programs throughout the nation. 

Collectively, the nineteen papers suggest a myriad of relevant factors which 
should some day be ordered and integrated into a conclusive theory of the 
size of nations. This is a task left for the future. In the meantime, though so 
diverse a group of authors is bound to differ on exactly how to evaluate it, 
at least we know now that the advantage of large nations over small ones is 
positive. 

G. H. MATTERSDORFF 

New York, N.Y. 
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Mergers and the Clayton Act. By Daviy Date Martin. Berkeley and Los 
Angeles: University of California Press, 1959. Pp. xii, 351. $6.00. 

Textbook coverage of the administration, interpretation and eventual 
amendment of Section 7 of the Clayton Act usually assumes that its early 
ineffectiveness in curbing mergers resulted largely from a failure to word the 
statute so that mergers brought about through an acquisition of assets could 
be included among the proscribed business practices. Thus the Supreme 
Court of the 1920’s and 1930's, already inclined toward tolerance of “‘reason- 
able” concentrations of economic power, had little difficulty in nullifying 
Congressional intentions when presented with the loophole which this crucial 
omission provided. The evidence marshaled in Martin’s detailed study does 
much to modify this point of view in at least two respects: (a) the Federal 
Trade Commission, as much or more than Congress and the Court, must bear 
responsibility for the emasculation of Section 7, and (b) the “assets loophole” 
was not, in fact, the primary curb on FTC antimerger activity. 

Congressional concern in writing Section 7 primarily reflected a suspicion 
that holding companies might come to exercise monopoly control over compet- 
ing firms through the acquisition of stock by means that were secret, or at 
least unnoticed in the tangled web of corporate financial structures. Congress 
therefore sought only to prohibit stock acquisitions, and these only where the 
effect may be to substantially lessen competition between the corporation 
making the acquisition and the corporation whose stock was being acquired. 
This standard of illegality could be interpreted in either of two ways, however: 
(a) an acquiring firm “‘substantially lessened” competition between itself and 
the acquired firm by the very act of acquisition, for this eliminated any com- 
petition between them, or (b) a “substantial lessening” of competition could 
take place only if “substantial competition” had existed between the acquired 
and the acquiring firms prior to the acquisition. The case against the FTC 
for its handling of Section 7 starts from the finding that it chose the second 
alternative interpretation, whereas Martin concludes that Congress really 
intended that the first interpretation apply (p. 146). Although thus conced- 
ing that a substantial lessening of competition could take place only if sub- 
stantial interfirm competition had existed earlier, the FTC failed to develop 
any objective criteria to determine what constituted “substantial competi- 
tion.” In the face of this failure, the Court supplied its own criteria (the 
International Shoe case of 1930), which, given the times and the temper of 
the Court, inevitably meant a retreat to the Sherman Act tests of reasonable- 
ness it had forged in other contexts. 

The FTC therefore found itself unable to act under Section 7 except in 
cases which would also have constituted Sherman Act violations—a situation 
which the Clayton Act was supposedly designed to remedy—but the resulting 
loss of initiative may have been a mixed blessing of sorts. Since the FTC had 
failed to develop standards of illegality which rested on economically 
meaningful considerations, in the absence of judicial review the FTC would 
have “ ... (1) prohibited many mergers between competitors, even if they 
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might result in an increase in competition in a market, and (2) permitted 
many mergers involving firms not previously in ‘substantial competition’ with 
each other, even if they might result in a substantial lessening of competition in 
a market” (p. 196). This is perhaps understandable for the early years after 
passage of the Act, when a legalistic, as opposed to an economic, approach to 
antitrust was at its height. It is quite unexpected, however, to find that 
in its recommendations for legislative amendment during the period up to 
1950 the FTC still seemed largely unaware of a fundamental source of its 
difficulty in applying Section 7—-the manner in which it had chosen to define 
a “substantial lessening” of competition, and the corresponding failure to 
approach the merger problem by the application of meaningful economic 
criteria. A survey of 121 investigations made by the FTC over the period 
1932 to 1938 sums up the situation succinctly. It shows that “ . .. the so-called 
‘assets loophole’ was not the primary limitation on the commission’s ability 
to prevent mergers; the interpretation given the standard of illegality of Sec- 
tion 7 by the commission and the Supreme Court had prevented action 
against the acquiring corporation in most of these cases” (p. 186). Neverthe- 
less, until 1950, FTC recommendations to Congress still dealt mainly with 
the “assets loophole,” and Martin rightly underscores the conceptual blind 
spot this epitomized. 

This exposition of the role played by the FTC in its attempts to administer 
Section 7, however, and some watering down of the “assets loophole” as the 
villain of the piece, mark the major contributions of this book, although im- 
portant attention is also given the 1950 amendment. Martin believes the latter 
marks a major substantive change in antitrust policy by its recognition of 
market competition, rather than interfirm competition, as the important con 
sideration, and is generally optimistic that its enforcement will be beneficial 
to the economy. The reader expecting a comprehensive grappling with the 
multifaceted problems presented by corporate mergers will be disappointed, 
however; for the book’s approach is largely restricted to a historical review 
of the official record. The profuse use of lengthy quotations taken from FTC 
opinions, Court decisions, and Congressional hearings and reports provides 
ample, if frequently unrewarding, documentation for the history of the Act 
and its interpretation, but it also makes rather heavy going. This reviewer 
would have welcomed extensive condensation of this material, which takes 
up most of the book, to permit greater emphasis either on an analysis of the 
effects of the failure to apply Section 7 more vigorously (1914-1950), or on 
criteria to be applied in the administration of Section 7 as currently amended. 
The latter, for example, is dealt with in summary fashion only in a short 
final chapter on corporate mergers and antitrust policy. The bibliography, 
which presumably relates to problems of antitrust policy stemming from a 
concentration of economic power through mergers or otherwise, lacks any 
reference to the work of Blair, Nutter, Adelman or Bain, to mention some 
notable omissions. 

In summary, this book provides an encyclopedic gathering together and 
presentation of Congressional, Court and Commission opinions, decisions and 
dicta relating to the original and amended versions of Section 7. Since it does 
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not go very far beyond this official record, it unfortunately does not contrib- 
ute much to our understanding of the forces which shaped this body of opin- 
ion and administrative action, or of the economic consequences which may 
have stemmed from it. 


James B. HENDRY 
Michigan State University 


Broadcast Regulation and Joint Ownership of Media. By Harvey J. Levin. 
New York: New York University Press, 1960. Pp. xviii, 219. $4.50. 

Radio and television stations compete not only with each other but with 
newspapers, movies and magazines; this competition is, variously, for adver- 
tising revenue, for attention as sources of nevs and as sources of entertain 
ment. Superimposed upon the web of intermedia interdependences is a pat- 
tern of ownership that crosses media lines—-for example, there is at least 
minority newspaper ownership of 13 per cent of radio broadcasting stations 
and 35 per cent of television stations. Levin’s objectives are to sketch the ex- 
tent of this cross-media joint ownership, to ask if it is necessary, and (finding 
that it is not) to ask if it is in the public interest. 

\fter a survey of the character, pattern and trend of joint ownership, 
Levin concludes that it is explained largely as a hedge against the inroads of 
broadcasting on older communications media. The case for separate owner- 
ship is then stated: in addition to the familar list of potential abuses (among 
them deliberate retardation of competitors and use of tying contracts) there 
is the asserted advantage of pluralism of decision-making in providing news 
and in interpreting consumers’ preferences. Levin recognizes that such an a 
priori case is unpersuasive if there are important economies of joint. operation, 
if joint ownership is a prerequisite to financial stability, or if adaptation to 
new media will be more salutary with joint ownership than without it. Find- 
ing no strong evidence along these lines, the author concludes that joint 
ownership is against the public interest and in a final chapter reviews past 
policy decisions to find why, despite a nominal commitment to diversification 
by the FCC, it has occurred and to suggest ways of reversing the trend. 

While this sounds reasonable enough, the whole seems to be not very 
satisfactory for the following reasons: 

1. Levin relies, in the main, on the fragments of secondary data he can 
glean from one source or another; data that is generally inadequate and often 
badly out of date. He is aware of this and his conclusions are appropriately 
tentative. But the consequence is that the analysis is so partial and ad hoc as 
to be disturbing, and while the indirect evidence assembled is suggestive it 
is too thin to support much in the way of conclusions. Doing the best one can 
with inadequate data is not a substitute for a searching investigation. 

2. Finding no compelling evidence against separate ownership, Levin as- 
sumes a compelling case for it. But does it really matter very much? The legal 
fiction that stations (rather than networks and sponsors) determine the 
performance of broadcasting is not very useful, More important, there is sub- 
stantial reason for doubting whether a bias toward competition is sufficient 
policy direction in an industry where public service responsibility and com- 
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plementarity of programming are important attributes of good performance. 
In short it is not clear that the basic character of U.S. broadcasting, nor 
the revolution in entertainment, communication and way of life wrought by 
the new media are significantly influenced by degree of joint ownership, or 
that they would be appreciably altered by a vigorous drive for diversification. 
Perer STEINER 
University of Wisconsin 
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Water Supply, Economic Technology and Policy. By Jack Hirsuvetrer, 
James C. DeHaven and Jerome W, Mittiman. A RAND Corporation 
Research Study. Chicago: University of Chicago Press, 1960. Pp. xii, 
378. $7.50, 

Water resource economists can be ranked according to the extent of their 
belief in the price mechanism. On this scale, a break comes with the accept- 
ance or rejection of prices as indicators of social value. Some reject price 
based criteria altogether, contending that social, intangible benefits of various 
sorts, including saving human life, regional development, creation of family 
farm opportunities, etc., are the real purposes of water resource projects. 
Most economists make the “leap of faith” to prices, but even among the 
faithful not all are equally orthodox. The authors of the present volume are 
fundamentalists. 

Besides expositing the relevant chapters of classical economics and giving 
some necessary background on water supply technology, the book deals with 
three problems in the economics of water: pricing, investment criteria, and the 
legal structure of water rights; it provides, in addition, two case studies, 
water supply for Southern California and New York City. These five applica 
tions show both the strengths and weaknesses of the classical approach. Always 
interesting and incisive in the hands of such skillful practitioners, their analy- 
ses range from brilliant and convincing to quarrelsome and superficial. 

To take the most successful first: the analysis of the plan for water supply 
for Southern California from the Feather River, complete with estimates of 
the cost of alternative sources, of the value of potential uses and of the loss 
in regional income to be expected from the state plan of development, shows 
that this plan will represent a considerable loss and that this multibillion 
dollar investment is being undertaken without a reasonable economic evalua- 
tion ever having been made by the authorities. The authors propose that 
Southern California first promote better utilization of existing resources by 
pricing closer to marginal cost, that it then use the cheaper sources available 
nearby, that reclaimed sewage be used for some purposes, and that the gigan- 
tic plan not be undertaken earlier than necessary, since a_ technological 
breakthrough, e.g. in salt water conversion, may obviate the need for the 
Feather River Project altogether. (The voters of California have endorsed 
the state plan by voting the 1.75 billion dollar bond issue necessary for the 
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first stage of construction of the aqueduct that would carry the water south 
through the state.) 

In the New York City case, two alternatives competed, diversion and treat- 
ment of Hudson River water, and construction of a large reservoir on the 
Delaware in the mountains. Hudson River water would have been cheaper 
but of lower quality. The city built the reservoir because of the higher water 
quality and because it wished to claim the Delaware water rights, but interest 
was computed at only 2.5 per cent and no correct discounting procedure was 
used, 

The magnitude of the losses from the actual plans in both cases depends on 
the choice of interest rate. The book argues that the proper rate for water 
projects is 10 per cent, on the grounds that private utilities would have an 
average capital cost of 8 to 9 per cent, and additional allowance must be 
made for foregone property taxes and the greater riskiness of public proj- 
ects. The analysis is based on the theory that the actual structure of interest 
rates is optimal in all respecis, including the risk premiums. This is a ques- 
tionable proposition. First, the level of interest rates depends on the rate of 
saving and investment, and hardly anyone has argued in recent decades— 
and certainly no one has proven!—that the actual rate of investment and 
growth in the United States is the optimal one. Second, no one has argued 
that actual risk premiums are optimal, which at the least would require the 
existence of optimal casinos and insurance companies; in fact, the problem 
has not even been worked out at the theoretical level. Third, though the au- 
thors make light of the point, the capital market may be imperfect, and in 
any event, private utilities, their standard of comparison, are a legal monopoly. 
Finally, that last per cent seems to be tossed in just for good measure. Apart 
from this interest rate, the discussion of investment criteria contains nothing 
new, 

For water-supply pricing, the authors adhere as closely as possible to the 
marginal cost principle, given the cost of metering; they propose a sea- 
sonal differential. The Water Rates Manual of the American Water Works 
Association, which is based on an elaborate attempt to identify certain cate- 
gories of costs with certain kinds of users for purposes of rate-setting, 
is heavily taken to task because the procedure smacks of average-cost pric- 
ing. But it is not inconceivable that the proposals of this Manual, based on 
elaborate empirical analysis and growing out of the evolving experience in the 
field, may lead to a better result than the suggestions offered here. In any 
event, discussion of ideal pricing systems, divorced from the particular fea- 
tures of the problem, resulting in casual “practical” proposals, is not enough. 
More detailed work applying economic principles to realistic cost and de- 
mand data is necessary before proposals for radical changes from established 
practice can be considered seriously. 

The discussion of water law suffers from the same fault to a worse degree. 
The classical system of resource allocation requires property rights, including 
water rights, to be secure and marketable, with damages to third parties to be 
compensated, Such a system is held to be superior to the present Western 
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system of revokable government allocations according to “beneficial use,” 
Perhaps it is; yet in our history, the classical doctrine was approximated 
by the traditional appropriation doctrine of water rights, which the authors 
prefer, but which was gradually abandoned in the arid parts of the United 
States because it proved unworkable, ‘The newer doctrines may work imper 
fectly, and T suspect that at certain points greater marketability could lead to 
net gains, The real problem is to find these points, rather than to propose a 
complete revolution contrary to the trends of history, without any real basis 
for evaluating the possible results or the practical difficulties. (lor example, 
the proposal to have the courts determine compensation payments in a field 
in which external physical repercussions are the rule would immensely add 
to the work load of the courts and this at a time when water rights cases are 
already a heavy and foolish burden, particularly for the U.S. Supreme 
Court.) More broadly, I believe that the degree of conceptual resemblance of 
systems to an ideal market system is not a sufficient criterion to rank them 
It may be one of the better places to start thinking about the problem, but it 
takes an evaluation of the historical record, especially detailed examination of 
cases, to Come to firm conclusions 

All in all, this is a book which at times is brilliant and always immensely 
stimulating. The exposition and style are excellent. The two case studies teach 
important lessons to all communities. In the three more general problems 
ireated, the authors’ faith in the market mechanism makes them claim more 
than they have shown, and makes them too impatient with slowly evolving in 
stitutions and the more pedestrian efforts at gradual improvement by practi 
tioners in the water field 

Orro ECKSTEIN 
Harvard University 


The Economic Background to Agricultural Policy, By Epitu H. WuetiAm 
Cambridge: The University Press, 1960, Pp. xii, 147, $4.50, 


If one compares Miss Whetham’s succinct treatise on agricultural economic 
problems in industrial society to another book on the same subject, published 
a few years ago by another member of the fair sex (Anne Martin, Economics 
and Agriculture, London 1956), one is tempted to see in the efforts of the two 
authors the same exhibition of fair play and sportsmanship that is yearly dis 
played at the boatrace between Oxford and Cambridge. Miss Whetham, of 
the School of Agriculture at Cambridge, is competing here intellectually with 
Miss Martin of Oxford and the outcome seems to be a draw between the con 
testants. Perhaps Miss Martin is a few inches ahead if you judge the perfor 
mance from a purely technical-professional viewpoint; her book has more of 
the simple graphs that one finds in a text on elementary economics (17 
against Miss Whetham’'s 6). On the other hand, however, the latter has more 
tables with statistical information (26) than the former (8). Miss Martin 
speaks about demand and supply of food, forms of competition, marketing, 
policies and the need for government intervention, and so does Miss Whet 
ham though the outline of her little book is more sophisticated and less 
orthodox. 
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The publication of these elementary exposés of agriculture in Western 
economies, such as the Kconomic Background, is designed to instruct the unin 
itiated in the complex operation of our economy. Unfortunately the literature of 
agricultural economics is sorely devoid of a good, general, up-to-date and 
complete textbook, but not of short, popular, elementary descriptions, and 
here it has been enriched by another slightly superficial volume 

On the other hand, Economic Background is a readable and intelligent 
book. Its author has insight into the nature of the agricultural problems of 
our times, After a rather dull beginning, the book works itself uphill to an in 
teresting outline of the more important economic characteristics and the 

structural defects’ of agriculture, The outlining of these defects is designed 

to make a good case for greater intervention by government as against what 
the author calls (quite ineptly) “planning by the market mechanism,” and to 
explain and justify such measures as price or income supports. But sympa- 
thetic as one may be with the views exposed by the author-—-and this reader 
definitely is—-her arguments seem to be academic, because it is doubtful 
that there are many people left in Britain, the United States or other devel 
oped nations who would still honestly and seriously advocate the elimina 
tion of government intervention in agriculture. Incidentally, Miss Whetham 
never goes beyond explaining and justifying existing policies and devotes 
little attention to their improvement or replacement or expansion 

There are several startling weaknesses. Though the author wishes to use 
U.S. statistics to support her case because of their ready availability, some 


information is antiquated (see for example p. 10, Table 2), and more up-to 
date material could easily have been introduced throughout. It is also some 
what incongruous to find the author saying (p. 8) that the “analysis of the 
persuasive and detailed influence of prices is the first stage in the study 
of agricultural economics and agricultural policies,’ and then proceed bravely 
on the very next page to expound income elasticity of demand (pp. 9 ff.) 


Ernest Freper 
University of Nebraska 


Labor Economics 


Industrialism and Industrial Man. By Kerr, Joun T, 
FrepericK H, HARBISON, and CHARLES A. Myers. Cambridge: Harvard 
University Press, 1960, Pp. 331. $6.00. 

This book is elusive, both in purpose and in execution. The concern of the 
four authors is with the process of industrialization, and particularly with 
the relationships which it creates between workers and managers. They pro- 
pose ‘‘to create a framework of our own. . . which is, in its totality, new and 
different” (p. 2). They offer “an approach to an understanding of industrial 
relations which seeks to draw on the experience of several countries” (p. 12). 
\n “approach” implies a choice of issues, and on pages 20-21 they have listed 
ten “central questions” to which they intend to address themselves, ranging 
from what contributions have been made by previous interpretations of in- 
dustrialization, to whether industrializing societies tend to become more similar 
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to each other. But they also assert that “the discussion of these questions as 
a whole is designed to provide a coherent and general theory of industriali 
zation and its impact on managers and workers” (p. 21). 

A framework of analysis and an approach to a denationalized understand 
ing of industrial relationships is here, but | have searched in vain for the 
theory. The book is long on categories and classifications and impressionistic 
observations, but it is short on analysis, It is perhaps best described as a 
latter-day descendant of the 19th century German school of economic history, 
whose hallmark was a literary exposition of the transition from one idealized 
state of economic development to another. 

Che general theme of this study, as I reconstruct it, is that first comes 
pre-industrialism, which has its setting in a variety of cultures with differing 
forms of economic organization. “Into the midst of this disparity of systems 
there [then] intruded a new and vastly superior technique of production” 
(p. 279), embodied in the industrialization process, “Once unleashed on the 
world, the new technique kept spreading and advancing.’”’ The manner of its 
spread was determined, however, by the nature of the “elite” group dominat 
ing a particular society 

hese elites can be grouped into five “ideal types,’ whose names are suffi- 
ciently self-descriptive for purposes of this review. These types are the dynas- 
tic elite, the middle class, the revolutionary intellectuals, the colonial adminis 
trators, and the nationalist leaders, In each country where industrialization 
appears, it is sponsored by an elite which falls into one of these ideal types, 
with that elite seeking “to organize society in such a way as both to use the 
new technique and to serve their own goals.’’ Although other forces help to 
shape the industrializing society, the dominant influences are the sponsoring 
leadership group and the society's own culture patterns. “The inherent logic 
of industrialism interacts with the diversity of cultural factors, economic 
constraints, and the strategies of the industrializing elites.” 

The result is a process which in its earlier stages differs among countries 
by virtue of the dissimilar influences playing on it, but one which itseif be 
comes increasingly influential as it spreads through a society, its own techni 
cal requirements—-uniform across cultural boundaries—-overshadowing the 
distinctive character imparted by its elite sponsors and cultural traits. In this 
conflict between elitist control of the process and its own self-determining 
qualities (here the line of argument seems occasionally to shift and is not 
wholly clear), the elitist group can hope to ride the industrializing wave 
only if it adapts to the necessities which the process imposes. But, in adapt 
ing, its own character is changed, and over time all elitist groups tend to 
become more and more similar, So do their industrialized societies. In future 
generations the world will become one more or less homogenized ball of in 
dustrialism except for minor cultural variations of a “ Bohemian’’ nature. 

This broadly stated thesis makes an arresting point of departure for the 
construction of a conceptually-based theory which might then have been 
tested by reference to the course of development in particular countries. 
Considering the fact that this volume constitutes the capstone of a five-year 
project involving 78 persons of 11 nationalities, sponsoring 40 projects in 35 
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countries, and producing 12 books with 14 more to come, not to mention 
more than 21 articles, this might not have been out of the question. But no 
such attempt has been made, There are a few—surprisingly few—casual ref- 
erences to the country studies, but no systematic exploitation of that 
mountain of material. But perhaps this failure to use the country data system- 
atically in exploring the challenging thesis posed is not so surprising in view 
of the fact that, in its present vague and unclear statement, it would be impos- 
sible to test for anything. 

The two key “concepts” in the argument are (1) the industrializing process 
and (2) the industrializing elites. The relationship (one might almost say the 
contest) between these two constitutes the leitmotif of the whole volume. It 
is a fascinating theme—if I seem to be unduly critical of the result it is only 
because so much promising material has been allowed to go to waste. The 
notion of a technological movement spreading over the world like some ir- 
resistible glacier, transforming societies by the strength of its own “logic,” 
with five types of leader groups in country after country around the world 
seeking to harness its tremendous powers for their own ends, only them 
selves to be swept aside or transformed in the process, is a conception as 
breathtaking as Marx’s. But Marx’s conclusions rested on concept and 
theory, however much these erred in particulars. The present study has 
substituted categories for concepts, assertions for analysis, and impressionis 
tic observation for theoretical abstraction 

Consider “the industrializing process,”’ one of the two “conceptual” bases 
on which this edifice is built. How do the authors define it? Gertrude Stein 
could have done no better. “Industrialization refers to the actual course of 
transition from the traditional society toward industrialism. Industrialism is 
an abstraction, a limit approached through historical industrialization. Indus- 
trialism is the concept of the fully industrialized society, that which the in- 
dustrialization process inherently tends to create” (p. 33). 

It is clear by referring to this as a process and by mention of its historical 
epochs and the stages of its development that the authors conceive of indus- 
trialization as something evolutionary. “However, no country is yet fully 
industrialized; all economies, including the United States and Great Britain, 
are still to some extent underdeveloped” (p. 18). What is it then that we in 
this country are still in the process of becoming? What constitutes ‘full’ or 
“successful” or “complete” industrialization—adjectives which appear from 
time to time in the book? How does industrialization differ from the postagri- 
cultural, postcommercial phases of economic development? If it is not equiv- 
alent to economic growth (excepting its farming and mercantile aspects), 
how is it distinguished? Is “full industrialization” the end of the economic 
road, beyond which no other stages lie, as seems to be implied? 

What is the “logic” of industrialism, to which the authors devote a chapter? 
The question is answered there only in terms of a list of characteristics ra- 
tionally or empirically presumed to be associated with that phenomenon which 
is left so undefined: a high degree of occupational and social mobility in an 
open society; an enveloping system of education but geared to technological 
processes; a highly differentiated labor force subject to a web of rules and 


THE AMERICAN ECONOMIC REVIEW 


structured in occupational and professional associations; an urban dominance 
of the society; a large role for government by way of regulating and coordi 
nating relationships; a society largely governed by consensus, worldwide in 
its orientation, and a population whose numbers have been brought under 
control 

The grounds for associating these traits with industrialism (whose nature 
we must intuitively grasp or deduce from bits of evidence scattered through 
the book) are developed in the literate style to which we have become ac 
customed from each of the authors. But nothing in the chapter builds up to a 
concept of the “logic” of that irresistible force which is destined to transform 
the world. There is no sense of an inherent nature of an evolutionary process 
which builds on itself and which has these characteristics out of some inner 
necessity, It is almost as though the authors were defining an “ideal” indus 
trialism in terms of these traits. Other writers might “define” it by a different 
vet of characteristics. And this is not the kind of situation where one social 
scientist can properly ask of another, Grant me my definition and see what 
follows,” for here ‘‘what follows” has been made part of the “definition.” 

Now, briefly, as to the ideal types of industrializing elites. Of these the 
authors say (p. 272): “The actual industrializing elites are seldom, if ever, 
as we have noted earlier, pure or ideal types, They are often both mixed and 
changing by type, although there is enough of the central theme of the ideal 
type to permit differentiation and classification of systems, At this stage in 
history, in the middle of the twentieth century, we can still identify many 
countries which adhere to one or another of these types; but relatively few 
of them illustrate the particular type in all its purity. Each type, however, 
seems to have its own natural tendencies for evolution and thus there exist 
more or less parallel evolutions for countries equally patterned after a cer 
tain type.” 

The uselessness of this kind of approach to a process analysis is easily 
demonstrable, If a type has any conceptual usefulness, its counterpart in the 
real world must be sufficiently akin to it that results which are deduced from 
the type apply to a real world situation. But if the types overlap, if they are 
‘mixed and changing,” application becomes a neat trick, the first aspect of 
which is to identify to what ideal type (or types) a given society at a given 
time corresponds. Presumably this cannot always be done, since it is said that 
in this century we can “still identify many countries” (not atl) in this way 
Parenthetically, it may be noted, however, that nowhere has any effort been 
made to establish such identification, except as casual example of some (par 
tial) aspect of a society at some point in its history. The industrialization 
process has not been traced out in any country in terms of the pattern set 
forth in this book 

But the difficulties run deeper. With each ideal type there are associated 
(and described at some length) certain strategies and policies of industriali 
zation, cultural factors, types of management, forms of worker protest, werker 
organizations, and industrial relations systems, What happens to these asso 
ciated aspects of industrial society when each elite type follows its “natural 
tendencies for evolution?” Not until the last chapter, after the basic portions 
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of the framework haye all been filled in, are we treated to some speculative 
and impressionistic observations as to how these changes may take place 
What happens when one of these types succeeds another in the same so 


ciety, as the last chapter admits not only can happen but avers will happen? 
Does the whole bundle of associated social characteristics change along 
with the ideal type of governing elite? Or, as is implied, may certain charac 
teristics implanted by an earlier elite persist even after it has been supplanted 


by another elite? If so, what does this do to any “natural tendency for evolu 
tion,” or to any correspondence between actual characteristics of a society 
and those associated with its ideal type? If we are eventually led to say that 
no correlation may exist, then of what value as analytical too) is the typology ’ 

Che essence of the difficulty lies in the fact that the authors’ unfortunate 
absorption with the ideal-type approach leads them into the necessity of in 
truding the dynamics of change into a methodological device that is inescap 
ably static. Once they have constructed a roster of the social and institutional 
characteristics associated with a given type of elite, they are left with the 
necessity of maintaining that those characteristics are always associated with 
that type (regardless of how it comes to power or what other elite it succeeds), 
or else they are faced with the necessity of explaining changes in institutions 
and elites (which influences the other?) by some form of causal analysis 
which their typology nowhere provides. Or is it that the succession (evolu 
tion?) of elites is brought about by that onsweeping and homogenizing (but 
still obscure) industrialization process itself? We are left in the realm of 
speculation for lack of a set of concepts which lend themselves to analysis. 

Finally ,.with respect to. the elite types, we are told that of the five, only two 
are ‘basic,’ the dynastic and the middle class. These two. plant the colonial! 
type (which is doomed. to disappear) and they provoke the nationalistic and 
revolutionary intellectual.types. But then, as we follow with pencil and paper 
to see where the ‘‘natural’’ evolutionary tendencies of these types will take us, 
we wind up with a surprising result. We are told (1) that the dynastic type, 
if it is ineffective, gives way to the nationalistic or intellectual revolutionary 
If effective, it develops into a middle-class elite, (2) The colenial type pre 
cedes thé nationalistic. (3) The nationalistic elite, if ineffective, leads to revo 
lutionary intellectualism, and if effective, to a modified middle class. (4) The 
revolutionary intellectuals are historically dated, useful only for transitional] 
purposes, and must give way too to a modified middle class. (5) The middle 
class elite itself, however, is the most stable of the lot. It changes, but 
never in history has it been displaced once it was “in full control of the 
industrialization process.” 

Tracing these evolutionary paths out to their end results, we discover that 
the fate of all countries is to wind up under a modified version of the middle- 
class type. If we can reasonably presume that this type accords most closely 
with our society, and that our society is the closest prototype extant or emer- 
gent of this ideal type, then we are left with the heartening conclusion that 
given a few generations the whole world will be modeled after. what we shall 
look like at that time. 

Let me .conclude by saying that jhere is a great deal in this book which 
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will stimulate one’s thinking and lead him off into interesting intellectual 
paths. The central theme of the book is, as I have said, provocative and ex- 
citing. The execution betrays the difficulties of four-author collaboration in 
reducing a wealth of ideas to a systematic analysis resting on a clearly de 
fined conceptual basis. Rut let us thank them for reaching for the stars! 


W. CHAMBERLAIN 
Vale University 


The Lean Vears—A History of the American Worker, 1920-1933. By Irvine 
BERNSTEIN, Boston: Houghton Mifflin, 1960. Pp. xi, 577. $7.00. 

History does not repeat itself, but it offers valuable guides and warning 
signals. The similarities and contrasts between basic trends in the ‘twenties 
and developing conditions at present can provide a fruitful field of analytical 
study. The secular trends of the ‘twenties may have been obscured by depres 
sion, war, and recovery, but they are reasserting themselves, albeit in a 
climate of altered philosophies, policies, and institutions, The Lean Years will 
be of major assistance in making comparative assessments. This massive and 
thoroughly, but unobtrusively, documented study deals with the influences on 
the status of the American worker, during both the periods of “normalcy” 
and of depression, between 1920 and 1933, Irving Bernstein, Associate Direc 
tor of the Institute of Industrial Relations at the University of California, 
Los Angeles, has departed from the customary approach of the labor econo 
mist to labor history, in which the focus is on the organization and 
development of trade unions and their role in the economy. He has centered 
his attention on the worker, an approach particularly fitting to a period of 
union organizational decline when but one-tenth of nonagricultural workers 
belonged to unions. To the completion of this impressive study, Bernstein 
has applied an expertise in labor economics, history and political science de 
veloped both in university and government work. His sources have included 
government and private archives, and he has drawn extensively from both 
contemporary and current studies 

The manifold and complicated causes of the great depression are not the 
subject of this study. But its basic theme is the contributory effect of the lag 
in the status of the industrial worker behind technological progress. Bern- 
stein contrasts hullabaloo given to the high-wage philosophy of Henry Ford 
with the failure of real wages to rise significantly after 1925, as wage rates 
and hours of work remained virtually unchanged. As he states, “the high 
wage philosophy of American industry. . . . appears to have activated em- 
ployers’ vocal chords more than their purse strings.” While wage gains lag- 
ged, productivity increases were accompanied by substantial gains in returns 
to capital, producing an unhealthy situation. The absence of adequate statis- 
tical measures of unemployment aided in obscuring the economic reality of a 
continuing and growing unemployment problem. 


The weakness of the labor movement appeared to be abysmal. The em- 
ployer drive against unionism had been effective. The courts protected the 
employer's right to hire and fire at will, and there was little or no legal pro- 
tection against industrial espionage, the use of company police, and the use of 
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industrial munitions. Technological progress had made for redundancy. Shifts 
in the locale of production had made for the growth of nonunion production. 
A relatively stable price level, the growth of installment purchasing, accom 
panied by the new recreational opportunities provided by the automobile, the 
radio, and the movies, diverted worker interest from union organization. Even 
such a stronghold of unionism at the start of the ‘twenties as coal was in a 
state of shambles by the end of the decade as the result of overcapacity, com 
peting products, nonunion production, and internal battles. 

Enervation was compounded by inability of the AFL leadership to look 
beyond the jurisdictional concerns of their own constituencies. The decline 
in strikes and worker involvement in these was evidence solely of the weak 
ness of the labor movement. When reaction came in 1929, it came from the 
unorganized workers in the Southern Appalachian region who were subject 
to the stretch-out and wage reductions in the mills of the depressed textile 
industry. “The Piedmont on the eve of the Great Depression,” Bernstein 
writes, ‘“‘was a microcosm of all America in the somber decade to follow.” 
Here, poverty, unemployment, low wages, long hours, poor factory conditions, 
and night work for women and children accompanied industrialization, em 
ployer domination and the absence of union organization. 

Foreign observers viewed America as an “employer's paradise” in the 
‘twenties. But, as Bernstein points out, there was uneasiness among employers 
in this so-called paradise. There were those in management who spoke of the 
importance of improvements in employee relations, but carefully avoided in- 
clusion of unionization; even these views were seriously characterized as 
“Bolshevism” by many other employers. The overt attacks on unions under 
the American plan in the early ‘twenties gave way to the paternalism of wel- 
fare capitalism. The role of John D. Rockefeller, Jr. in this transitional proc 
ess is described in detail. The author deals at length with the limitations of 
paternalism in the representation of employee interests, and its developmental 
character. For as William Leiserson viewed these developments: “The man 
agement has started a movement in the direction of democracy in industry 
which is bound to grow.” 

The analysis of the efforts to cope with the growing depression between 
1929 and 1933 provides a classic study of the lag between stereotype views of 
the role of government and the realities of economic development in the 
country. Basically, the issue involved in the battle over extension of the role 
of the federal government in meeting the crisis with approaches geared to the 
impelling national and international circumstances involved the nature of a 
democratic society. As Bernstein states, at issue was “whether the majority or 
merely a few of its members were to make its basic economic decisions.”’ The 
slow and arduous, and largely unsuccessful, process by which those who, like 
Senator Wagner, sought to overcome the objections of the Hoover administra- 
tion to federal action is described in a revealing account. The recapitulation 
of all of the devices of a laissez-faire society in meeting crisis, including 
work sharing, charitable provision, and growing local governmental assist- 
ance, during the period 1929-33 is required reading. 

This is, of necessity, a prologue to another study which Bernstein has un- 
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der way, that of the New Deal which, more than the immediate elimination 
of economic depression, was also concerned with relieving the contributing 
influence of societal imbalance. 
Josern P. GoLpBEerRG 
Washington, D.C. 
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Population Redistribution and Economic Growth, United States, 1870-1950 
Prepared under the direction of Simon Kuznets and Dororuy S. 
Tuomas. Vol. 1, Methodological Considerations and Reference Tables. 
By E. S. Ler, ANN R. Caror P. and R. A, EAstEer 
LIN. Pp. xix, 759. $5.00. Vol. Il, Analyses of Economic Change. By Si 
MON Kuznets, ANN R, Miter, and R. A, Eastervin. Philadelphia 
Che American Philosophical Society, 1957; 1960. Pp. xix, 759; xiii, 289 
$5.00, each vol. 

In 1951, Simon Kuznets and Dorothy S. Thomas undertook the direction, 
at the University of Pennsylvania, of a large-scale statistical and analytical 
study of population redistribution and economic growth in the United States. 
In addition to the two volumes which have already appeared, a third volume 
dealing with migration and its relation to changing economic opportunities, 
is also planned for publication. Furthermore, during the course of the study, 
eight dittographed reports, ranging in length from 71 to 687 pages have 
been distributed to other interested investigators. These reports, which are 
listed in the introduction to Volume I and which include, in some cases, 
greater statistical detail than the published volumes, may be consulted at the 
University of Pennsylvania. 

The guiding principle of the study was the conception of economic growth 
and population redistribution as linked by a continuous chain of interde 
pendent variables. Starting with the premise that ‘the distribution of a coun- 
try’s population at a given point of time may be viewed as a rough adjustment 
to the distribution of economic opportunities,” the authors emphasized the 
importance of the impact of technological progress on the distribution of eco 
nomic opportunities and looked upon migration as the chief mechanism by 
which the distribution of population would be adjusted to the distribution of 
economic opportunities. 

The study is based almost entirely on census data, including the censuses 
of manufacturing and other industries as well as the decennial censuses of 
population, The task of reclassifying, adjusting, and utilizing census data to 
develop reasonably comparable series over an 80-year time span as well as 
estimates of interstate and interregional migration was formidable. So were 
the statistical computations carried out to shed light on the relationships with 
which the analytical part of the study is concerned 

The results are immensely valuable as a convenient source of statistical 
data, much of which is in a form not available elsewhere. The future investiga- 
tor who is concerned, for example, with an analysis of the development of a 
particular state or region will find his task immeasurably lightened as a 
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result of the availability of reclassified census series and migration esti- 
mates for his state or region. The fact that the methodological problems have 
been discussed in detail also adds greatly to the value of Volume I as a refer- 
ence source. As Lee points out, for example, in his discussion of estimating 
net migration from census survival ratios, much of the literature on the rele- 
vant methodology can be found only in scattered journal] articles and 
unpublished manuscripts. 

Volume II also includes much useful statistical information as well as analy- 
tical reports on labor force trends and differentials, the redistribution of 
manufacturing, the regional growth of income, and the changing distribution 
and structure of economic activity. Although there are some valuable contri 
butions to the interpretation of American economic development, particularly 
in the sections based on refined statistical analysis by Easterlin and by Kuz- 
nets, a substantial part of the second volume covers relatively familiar ground, 
especially in the sections on labor force trends and the regional distribution 
of manufacturing employment. It may well be that the third volume will 
represent a more important contribution, since detailed migration data have, 
for the most part, been less accessible than the labor force, manufacturing, 
and income data analyzed in Volume II. 

On the whole, economic development over the 80-year period studied by 
the authors has been accompanied by a trend toward greater interstate and 
interregional similarity in economic structure-—or, to use the term frequently 
employed by the authors, toward convergence of structure. Differences, for 
example, in labor force participation rates, in the industrial distribution of 
the labor force, and in per capita income have been substantially reduced 
over the 80-year period. And, to a significant extent, these changes have been 
the result, as economic analysis would lead us to expect, of (1) migration 
away from the areas of relatively unfavorable economic opportunities to- 
ward those in which opportunities were more favorable, and (2) capital move- 
ments from areas of capital surplus to areas of capital shortage. But the 
convergence of per capita income has also been associated, to an important 
degree, with the increase in the proportion of workers engaged in nonagri- 
cultural activities—in which differences in income per worker have been 
narrower than in agriculture—-in all the states. 

However, some of the most interesting findings have to do with those 
aspects of economic structure in which convergence has not occurred. There 
has been only a slight reduction, for example, in the degree of concentration 
of manufacturing activity. Furthermore, although the study did not include 
an analysis of the distribution of specific industry groups within manufactur- 
ing, it yielded considerable evidence of a trend toward greater regional 
sperialization in types of manufacturing industries. There has also been very 
little convergence in agriculture service income per worker, although, with the 
marked decline in the proportion of workers engaged in agriculture, this fac- 
tor has become increasingly less important as a source of disparity in per 
capita income among the states. 

Also of considerable interest is Kuznets’ analysis of fluctuations in the rate 
of change. He shows, for example, that periods in which the rate of change 
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in aggregate activity was greatest were also characterized by more marked 
shifts in the distribution among subnational areas. He also shows that, al- 
though the rate of redistribution declined between the first and second halves 
of the 80-year period, the decline was particularly noticeable in agricultural 
and other space-oriented components of the economy, but was less marked 
in nonagricultural components. This suggests the probability that, particu- 
larly if technological change continues to occur at a rapid rate, there will 
continue to be a substantial amount of interstate and interregional redistri- 
bution of economic activity. 
MARGARET S. GORDON 
University of California, Berkeley 


Higher Education in the United States, the Economic Problems. Edited by 
Seymour E. Harris. Cambridge: Harvard University Press, 1960. Pp. 
252. $5.50. 

This volume presents the proceedings of a seminar suggested (and presum- 
ably financed) by the Ford Foundation and held at Harvard University 
during the academic year 1958-59. The following section headings from the 
table of contents suggest the range of topics considered: I. Introduction (by 
the editor); II. Pricing and the Student Body; III. Government Aid; IV. Fa- 
culty Status; V. Experiment in Higher Education: Educational and Econo- 
mic Issues; VI. Economics and Educational Values; VII. Investment and 
Endowment Policies. Many of the individual papers reveal keen analysis of 
several segments of higher education. Space prevents proper recognition of 
each such contribution. 

The seminar was attended by 104 persons, but only 43 contributed papers. 
For example, of 51 college administrators who participated, only 21 contrib- 
uted papers; 11 economists attended, of whom 6 contributed papers. The 
balance, or lack thereof, among the professions represented was premeditated 
because, in the words of the editor, the “economists might forget that though 
the limitation of resources is very important, educational values are the major 
issue.” 

As this reviewer would have anticipated, the economics professors appear 
to know as much about the educational values as they do about the limitation 
of resources, and more about both than do the administrators. Sections II, 
III and V contain several good economic analyses of the processes and the 
products of higher education. Each of these papers reveals the teachers’ basic 
understanding of the reasons why universities exist. 

The case for free tuition for all in public institutions, and hence for appro- 
priate allocations, is emotionally defended in Sections II and III by 
courageous spokesmen from two of the public systems in New England. The 
admitted penury of the Commonwealth of Massachusetts in silent contrast 
with the private wealth of Harvard provides a poor setting for the argument. 
Perhaps it would have been wiser to have had Michigan or California or Wis- 
consin present the case for public higher education. 

The most provocative papers are in Section V dealing with experimentation. 
The Dartmouth, Oberlin and New College (project of four colleges in Con- 
necticut Valley) experiments each revolve in some manner around the idea 
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that the student needs to be weaned from the professor if he is to do inde- 
pendent critical thinking. That this weaning will result in a higher student- 
faculty ratio is incidental to the main educational benefits, despite the fact 
that a desire for economies apparently sparked the search for new methods. 
All of the evidence is not in on these experiments. It is refreshing, however, 
to see the time-honored problem of the student-faculty ratio attacked in a 
new way. Instead of a meat-ax solution to the “inefficiencies” of small classes, 
which calls for the wholesale elimination of such classes, they are, rather, to 
be used to train students to work independently. If the oncoming horde of 
college students contains enough seekers of knowledge rather than seekers of 
degrees, or prestige, this scheme could work. 

The summary of Section VI suggests that some consideration was given 
in discussion to the delicate problem of evaluating the educational product 
emerging from certain types of institutions. Except for a devastating attack on 
the University of Puerto Rico, the formal papers contain very little discussion 
of this topic. Future seminars might profitably explore in depth the extent 
to which the United States can afford to expand its support of such schools as 
the small church-related college and the “normal school” which has become 
a liberal arts college by legislative fiat. The rapidly growing awareness of the 
national economic values of an educated citizenry requires an evaluation of 
the opportunity costs of broadening the base of higher education to the ex- 
tent that the alternative is an improvement of its quality. 

The section on “Investment and Endowment Policies” is fairly dull reading. 
Capital gains may be important for some colleges, but can scarecely be relied 
upon to make a major contribution to the needed budget for higher education 
in the next decade. Similarly, light was shed on the financial problems of very 
few institutions by the finding that it would be unwise for Harvard to borrow 
money for construction. 

For those who desire to become generally acquainted with some economic 
phases of higher education Harris and the contributors have provided a use- 
ful volume. This 8% by 11 inch, two-column page book might have been 
subtitled “Some Economic, and Other, Aspects.’’ The contributors, for the 
most part, in addressing themselves to their assigned topics, report on activi- 
ties or experiences of their own. Thus, despite a 28-page “Introduction, Some 
Broad Issues,” by the editor and a lengthy “Summary of Proceedings” for 
each of the 6 main sections, it is not accurate to say that the economic prob- 
lems of higher education in the United States have been delineated. 

Eric W. LAwWsoNn 

Syracuse University 


Ensuring Medical Care for the Aged. By Mortimer SPreGELMAN. Home- 
wood, Ill.: Richard D. Irwin, Inc., 1960. Pp. xxvi, 280. $6.25. 

One of the more controversial problems in U.S. domestic politics concerns 
the formulation of a program for providing and financing medical care for 
the expanding aged segment of the population. The problem is complicated 
by the fact that the relatively high rate of utilization of medical and hospital 
care comes at the very time wheu income is lessened. 

Mortimer Spiegelman has assembled and interpreted a vast array of the 
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latest findings about the aged and especially as to the factors which have a 
bearing on the problem of providing medical care for the group. This volume 
was prepared under the auspices of the Pension Research Council of the Whar- 
ton School of Finance and Commerce, University of Pennsylvania. The author 
is a fellow of the Society of Actuaries, of the American Statistical Association, 
and associate statistician, Metropolitan Life Insurance Company. 

The study is divided into six major sections with an introductory and a 
concluding chapter. The main sections are concerned with: (1) the demogra- 
phy of the aged, their social characteristics, and their economic status, includ- 
ing income and asset resources; (2) the health status of the aged and their 
attitudes toward their health problems; (3) the record for utilization of 
hospital and medical services for the aged; (4) the extent of their medical- 
care expenditures; (5) the scope of coverage of medical-care expenditures of 
the aged under existing voluntary and government mechanisms; (6) the 
broad approaches to providing medical care for the aged, including voluntary 
health insurance, extension of the federal OASDI program to cover medical 
care expenditures of aged beneficiaries, and a national health service. The 
author makes no proposals of his own. 

\fter describing the current provision for financing medical care, he points 
out how “the problem of insuring the aged differs from that of younger per- 
sons because older people have a high prevalence of costly chronic illness, 
greater degree of introspection with regard to their health status, and are 
subject to marked changes in their social and economic milieu.” Spiegelman 
properly shows that the individual, the employer, the labor union, and the 
community must ‘give careful consideration to the medical care needs of old 
age in allocating available resources. He is not, however, carried away bythe 
problem and states that although the aging-of population creates certain 
serious problems, there has been a tendency to magnify the dangers that 
are likely to arise.” 

The proposal ‘for a program of compulsory “health insurance -for recipients 
of OASDI is a departure from the traditional pattern of voluntary health in- 
surance which has become so widely accepted in the United States. The first 
issue raised by this proposal is whether the existing system of voluntary health 
insurance can do the-job. The author emphasizes that ‘voluntary health in- 
surance for the aged is-only in its developmental stage. If given the same 
opportunity to develop programs for the aged as it has for the working popu- 
lation, the voluntary system, the author implies, will come close to solving 
the problem. This confident attitude is shared by the medical profession and, 
of course, by the insurance business. The proponents for an insurance pro- 
gram within OASDI have serious doubts about this conclusion. The second 
issue arises from the fact that those who favor a compulsory approach through 
social security contributions also appear to favor compulsory health insurance 
for the entire population. 

The author’s.conclusien, if we can term it such, is one: of measured hope. 
He urges a concentration on a better understanding of the problems of the 
aged and changes in‘the pattern of their care made possible by postwar de- 
velopments in science and medical technology. “To keep abreast of both these 
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changing characteristics, and the dynamism in medical care for the aged, the 
mechanisms for providing this care must be sufficiently flexible to adapt to 
new situations as they arise.” Spiegelman’s plea is for a guided, if not some- 
what tempered, experimentalism in which we may find a free play of ideas 
and institutions. 

The author provides clear guideposts in the form of general remarks and 
conclusions on the cost of medical care. The general theme which may be said 
to emerge is that, contrary to the commonly held notion that out approaches 
to the treatment of the problem of medical care for the aged are sluggish and 
backward, we are making substantial progress. The book is well written; 
the evidence of painstaking scholarship and objectivity is clear. The reviewer 
wishes that the author had permitted himself to reach a conclusion on the 
complex issue now under consideration. Is the relief approach to providing 
medical care for the aged “adequate” in our “affluent society?” Is there any 
hope that the voluntary method can effectively meet the problem in view of 
the fact that only 20 per cent of the aged are employed? Much of the data, in 
the reviewer’s judgment, suggests that sole reliance on voluntary health in- 
surance will not meet the situation. The author’s contribution would have 
been larger had he pushed his own findings to a conclusion, in either direction. 

WILLIAM HABER 


The University of Michigan 


i 


TITLES OF NEW BOOKS 


General Economics; Methodology 


Borcwarpt, K. Denkschrift zur Lage der Wirtschaftswissenschaft. Wiesbaden: F. Steiner, 
1960 

Broxmeyer, M. W. J. M. Strategische economie. Enige problemen van de totale oorlog. 
(Some problems of economic strategy in total war). Amsterdam: Elsevier, 1960. Pp. 200. 
f 12.50 

Carré, F. Saggi critici di economia. (Critical essays on economics.) Rome: De Luca Ed., 
1958. Pp. 136 

Carter, W. J. anv Snavety, W. P. Intermediate economic analysis. New York: McGraw- 
Hill, 1961. Pp. viii, 424. $6.95. 

Dun top, J. T., ed. Potentials of the American economy—selected essays of Sumner H. 
Slichter. Cambridge: Harvard Univ. Press, 1961. Pp. xxiv, 467. $7.50. 

Hansen, A. H. Economic issues of the 1960’s. New York: McGraw-Hill, 1960. Pp. xv, 
244. $5.50 

Hitcn, T. K., comp. Economics for the 1960’s. Honolulu: First Nat. Bank of Hawaii, 
1961. Pp. 99, 

Keiser, N. F. Introductory economics. New York: John Wiley, 1961. Pp. xiii, 545. $6.50 

Knorr, K. A. anp Strauss, J. H., ed. The teaching of elementary economics—a conference 
of college and university teachers at the Merrill Center for Economics. New York: Holt, 
Rinehart and Winston, 1960. Pp. xi, 269. $3.50 

Levy, E. Analyse structurale et méthodologie économique. Paris: Edit. Génin, 1960. Pp 
292. NF 30 

Mott, B. ¢ Hay justicia en la economia? Buenos Aires: Selcon, 1959. Pp. 111. 12 pesos 

Morris, R. T. Fundamentals of economics. New York: Ronald Press, 1961. Pp. xvi, 878 

Nicotar, A. Comportement économique et structures sociales. Paris: Presses Univ. de 
France, 1960. Pp. viii, 324. NF 16 

Ortiies, H.-D., ed. Hamburger Jahrbuch fiir Wirtschafts- und Gesellschaftspolitik. Vol. 5 
Tiibingen: J. C. B. Mohr (Paul Siebeck), 1960. DM 21.30. 

Reynarts, W. H. J. Sociale economie. (Social economics.) Utrecht: Het Spectrum, 1960 
Pp. 184. f 4.50 

Sarpante, M. Studi di economia statistica e sociologica. (Studies in statistical economics 
and economic sociology.) Rome: Under direction of Rivista di Politica Economica, 1959 
Pp. xii, 789 

Index of economic journals—vol. 1, 1886-1924. Prepared under the auspices of the Amer- 
ican Economic Association. Vols. 2-5. 1925-1959, forthcoming 1961. Homewood, III 
Irwin, 1961. Pp. iv, 270. $25, for set of 5 vols 

Staatslexikon—Recht Wirtschaft Gesellschaft. Vol. 5, Konsumentenkredit bis 6kumenische 
Bewegung. Freiburg: Herder; New York: Herder Book Center, distrib., 1960. Pp. 1246. 


Price and Allocation Theory; Income and Employment Theory; Related 
Empirical Stadies; History of Economic Thought 


Acktey, G. Macroeconomic theory. New York: Macmillan, 1961. Pp. xv, 597 

(KERMAN, J. Sambiillsstruktur och ekonomisk teori. Lund, Sweden: C. W. K. Gleerup, 
1960. Pp. 139. SKr. 9. 

AnpreaTrA, N. Distribuzione del reddito e accumulazione de! capitale. (Income distribu- 
tion and accumulation of capital.) Milan: Giuffré, 1958. Pp. 173. 


TITLES OF NEW BOOKS 489 


Baumot, W. J. Economic theory and operations analysis. Englewood Cliffs, N.J.: Prentice- 
Hall, 1961. Pp. x, 438. $6.75. 

BeTTEHEIM, C. Studies in the theory of planning. New York: Asia Pub. House; New 
York : Taplinger, distrib., 1959. Pp. xii, 451. $7.25. 

BopenHorRN, D. Intermediate price theory. New York: McGraw-Hill, 1961. Pp. vii, 318 
$6.75. 

Bousquet, G.-H. Esquisse d’une histoire de la science économique en Italie—Des origines 
a Francesco Ferrara. Paris: M. Riviére, 1961. Pp. 108. NF 5. 


BraMBILLA, F. La distribuzione dei redditi. Pavia: Prem. Tip. Successori Frat. Fusi, 1960. 
Pp. viii, 298. 


Branpt, K. Preistheorie. Ludwigshafen am Rhein: Fachverlag f. Wirtschaftstheorie und 
Okonometrie, 1960. DM 13.80. 

CreaMERr, D., Dosrovotsky, S. P. anp Borenstein, I. Capital in manufacturing and min- 
ing: its formation and financing. Princeton: Princeton Univ. Press for Nat. Bur. Econ 
Research, 1960. Pp. liv, 344. $7.50. 

Fay, C. R. The world of Adam Smith. Cambridge: Heffer, 1960. Pp. vii, 97. 15s 

Franco, G. Contributo all’analisi teorica dei fattori del ciclo economico. (A contribution 
to the theoretical analysis of the trade cycle.) Padua: CEDAM, 1959. Pp. 164 

FREEDMAN, R., ed. Marx on economics. A Harvest paperback. New York: Harcourt, Brace, 
1961. Pp. xxv, 290. $2.25. 

“This volume has as its function bringing together in one place, as systematically ar- 
ranged and logically ordered as possible, all of Marx’s major statements respecting ideology 
and methodology, Marxian economics, and the shape of socialism and communism. The 
main focus of the collection is, of course, Marx's analysis of the nature of capitalism.” 
(From the author’s preface.) The selections are taken from a wide range of Marx’s works, 
and are tied together with brief summaries preceding the extracts 


GAREGNANI, P. Il capitale nelle teorie della distribuzione. (Capital in the theories of distri- 
bution.) Milan: Giuffré, 1960, Pp. viii, 253. English edition soon to be published. 
Goopwin, C. D. W. Canadian economic thought—the political economy of a developing 


nation 1814-1914. Durham: Duke Univ. Press for Duke Univ. Commonwealth-Studies 
Center; London: Cambridge Univ. Press, 1961. Pp. xvi, 214. $6. 


Greennut, M. L. anv Jackson, F. H. Intermediate income and growth theory. Engle- 
wood Cliffs: Prentice-Hall, 1961. Pp. viii, 376. $6.25. 


Hamperc, D. Principles of a growing economy. With three introductory chapters on Amer- 


ican economic institutions by D. F. Dowd. New York: W. W. Norton, 1961. Pp. xviii, 
879. $6.95. 


Harrop, R. Topical comment—essays in dynamic economics applied. New York: St. Mar- 
tin’s Press; London: Macmillan, 1961. Pp. ix, 265. $5.75. 


Hickman, B. G. Growth and stability of the postwar economy. Washington: Brookings, 
1960. Pp. xviii, 426. $6. 
Hutton, G. Inflation and society. London: Allen & Unwin, 1960. Pp. 161. 15s 


Imbert, G. Des mouvements de longue durée Kondratieff. Aix-en-Provence: La Pensée 
Universitaire, 1959. Pp. xii, 535, plus charts. NF 45 


Kruse, A. Die Produktdifferenzierung in Theorie und Praxis. Freiburg im Breisgau: R 
Haufe, 1960. DM 16. 


Kuczynskt, J. Zur politékonomischen Ideologie in Deutschland vor 1850 und andere 
Studien. Die Geschichte der Lage der Arbeiter unter dem Kapitalismus, Band 10. Berlin: 
Akademie-Verlag, 1960. Pp. vi, 176. DM 11. 

Lanporen, K.-G. Den “nya ekonomien” i Sverige. J. M. Keynes, E. Wigforss, B. Ohlin. 
Utvecklingen 1927-1939. Uppsala: Almquist & Wiksell, 1960. Pp. 320. SKr. 24. 


Meape, J. E. A Neo-classical theory of economic growth. London: Allen & Unwin, 1961 
Pp. ix, 146. 25s. 


490 THE AMERICAN ECONOMIC REVIEW 


Muntue, P. Producentens vertikale markedspolitik som pristeoretisk problem. Bergen: 
Universitetsforlaget, 1960. Pp. 62 

Pactin, M. Malthus & Lauderdale—the anti-Ricardian tradition. New York: Augustus 
M. Kelley, 1961, Pp. 184. $4.75 

RicHarpson, G. B. Information and investment—a study in the working of the competi- 
tive economy. New York: Oxford Univ. Press, 1960. Pp. 226. $3.40 

Ropinson, J. Exercises in economic analysis. New York: St. Martin’s Press; London: Mac- 
millan, 1960. Pp. 20, 242. $3.75. 

Scumitt, B. La formation du pouvoir d’achat—l'investissement de la monnaie. Recherches 
econ. no. 3. Paris: Lib. Recueil Sirey, 1960. Pp. 155 

Sirkin, G. Introduction to macroeconomic theory. Homewood, Ill.: Irwin, 1961. Pp. xii, 
252. $6.50 

Turvey, R. Interest rates and asset prices. New York: Macmillan, 1960. Pp. 109. $3 

VormpaumM, H. Differenzierte Preise—differenzierte Preisforderungen als Mittel der Betriebs 
politik. Cologne: Westdeutscher Verlag, 1960. Pp. xi, 201. DM 36 

Weurtesse, G. La Physiocratie 4 la fin du régne de Louis XV (1770-1774). Paris: Presses 
Univ. de France, 1959. Pp. xii, 238. NF 9.60 


Economic History; Economic Development; National Economies 


J. anp R. A. Het arrondissement Mechelen—een regionaal-economisch 
onderzoek. Louvain: Lib. Univ. Uystpruyst, 1961. 360 f 

AsuwortnH, W. An economic history of 2ngland—1870-1939. New York: Barnes & Noble; 
London: Methuen, 1960. Pp. viii, 438. $6.50 

Austrvuy, J. L’Islam face au développement économique. Econ. et civilisation vol. 3. Paris 
Ed. Ouvriéres, 1961. Pp. 140. NF 7.80 

AvsENEV, M. H. The Democratic Republic of Viet Nam economy and foreign trade. New 
York: Joint Pub. Research Svce., 1961. Pp. 194 

BauLant, M. ano Mevvret, J. Prix des céréales extraits de la mercuriale de Paris (1520 
1698). I., 1520-1620. Paris: S.E.V.P.E.N., 1960. Pp. 260 

Bercer, V. M., China—an economic-geographic sketch. New York: Joint Pub. Research 
Svce., 1960. Pp. 87 

Berman, B. R., Curnirz, B. anno Hoover, E. M. Projection of a metropolis—technical 
supplement to the New York Metropolitan study. Cambridge: Harvard Univ. Press, 
1960, Pp. 119. $4 

Buatt, V. V. Employment and capital formation in underdeveloped economies. Bombay 
Orient Longmans, 1960. Pp. 127. Rs 10 

Brack, E. R. The diplomacy of development. Cambridge: Harvard Univ. Press, 1960. Pp 
"4 $3 

Borpaz, R. La nouvelle économie soviétique 1953-1960. Paris: B. Grasset, 1960, Pp. 287 
NF 12 

soscH, W. Marktwirtschaft—-Befehlswirtschaft: ein Vergleich der Wirtschaftsordnungen 
in West- und Mitteldeutschland. Heidelberg : Quelle & Meyer, 1960. DM 23 

CaMERON, R. E. France and the economic development of Europe 1800-1914—conquests 
of peace and seeds of war. Princeton: Princeton Univ. Press, 1961. Pp. xviii, 586. $10. 

CHARDONNET, J. L’économie frangaise. Etude géographique d’une décadence et des possi- 
bilités de redressement. 2 val. Paris: Dalloz, 1958; 1959. Pp. 452; 407 

CHaunu, P. Les Philippines et le Pacifique des Ibériques (XVIéme, XVI léme et XVI] 
siécles). Paris: S.E.V.P.E.N., 1960. Pp. 301. NF 28 

Crark, C. Growthmanship—a study in the mythology of investment. Hobart paper 10 
London: Barrie and Rockliff for Inst. of Econ. Affairs, 1961. Pp. 63. 5s 


The real productivity of Soviet Russia—a critical evaluation. Printed for informa 


TITLES OF NEW BOOKS 491 


tion of Subcommittee to Investigate the Administration of the Internal Security Act and 
other Internal Security Laws, Senate Committee on the Judiciary, 87th Cong., 1st sess. 
Washington : Supt. Docs., 1961. Pp. iv, 61. 

Cumper, G. E., ed. The economy of the West Indies. Kingston: United Printers for Inst 
of Social and Econ, Research, Univ. College of the West Indies, 1960. Pp. 272. 


Das, N. Unemployment, full employment and India. 3rd ed. New York: Asia Pub. House; 
New York: Taplinger, distrib., 1960. Pp. 94. $2.95, 

De.i’Anceto, G. C. Note sulla sottoccupazione nelle aziende contadine. (Notes on un- 
deremployment in the small farms,) Rome: SVIMEZ, 1960. 


Detta Porta, G. Lo sviluppo economico—Le teorie, le politiche, i problemi. (Economic 
development—theories, policies, problems.) Rome: Confederazione Generale dell’Indus- 
tria, 1959. Pp. 173. 

bE Navarrete, I. M. La distribucion del ingreso y el desarrollo economico de México. Méx- 
ico: Inst. Investigaciones Econ., Escuela Nacional de Economia, 1960. Pp. 103. 20 pesos 

Derry, T. K. ano Wituiams, T. I. A short history of technology—from the earliest times 
to A.D. 1900. New York: Oxford Univ. Press, 1961. Pp. xviii, 782. $8.50 

Doorn, vAN A. Axiologie en economie. (Subjective value and its freedom in modern eco 
nomics.) Franeker: Wever, 1960. Pp. 148. f 7.50 

Dunnino, J. H. anp THomas, C. J. British industry—change and development in the 
twentieth century. London: Hutchinson, 1961. Pp. 232. 30s 

Epcer, R. L. anp X1menes, V. T. Income and employment in New Mexico, 1949-1959. 
Albuquerque: Bur. Bus. Research, Univ. of New Mexico, 1961. Pp. vii, 76. $5. 

Ernaupi, L. Cronache economiche e politiche di un trentennio (1893-1925). Vol. 4, 1914- 
1918. Turin: Giulio Einaudi, 1961. Pp. xxxv, 802. L. 4,000 

Evuis, H. S., ed. El desarollo econdmico y América Latina. Proceedings of the International 
Economic Association Conference at Rio de Janeiro, 1957. (To be published in English) 
México: Fondo de Cultura Economica, 1960. Pp. 564. 32 pesos. 

Evers, H. Probleme der Regionalplanung in den Entwicklungslandern, Teil 1. Cologne 
Westdeutscher Verlag, 1960. Pp. 112. DM 28. 

Feaen, H. An African economy—a study of the economic development of the Nyanza 
Province of Kenya 1903-1953. New York: Oxford Univ. Press for East African Inst. of 
Soc. Research, 1961. Pp. xviii, 284. $5.60. 

Gotay, F. H. The Philippines: public policy and national economic development. Ithaca 
Cornell Univ. Press, 1961. Pp. xviii, 455. $6.75. 

Griinic, F. Die makroékonomischen Determinanten des Wirtschaftspotentials. Ein Bietrag 
zur langfristigen Vorausschatzung. Berlin: Duncker & Humblot, 1960. DM 5.60 

Gutati, I. S. Resource prospects of the third five year plan. Bombay: Orient Longmans, 
1960. Pp. 154. Rs 10 

Harris, S. E., ed. American economic history. New York: McGraw-Hill, 1961. Pp. ix, 560 
$7.95. 

Heertye, A. De prysvorming van consumptiegoederen op oligopolistiche markten. (Price 
formation of consumers’ goods under oligopoly.) Leiden: Stenfert Groese, 1960. Pp. 111 
f 12.00. 

Hitton, G. W. The truck system including a history of the British Truck Acts, 1465-1960 
Cambridge, Eng.: W. Heffer, 1960. Pp. 166. 21s 


B. F., J, J. otHERS, Theories of economic growth. Glencoe, IIL: 
Free Press, 1960. Pp. 344. $7.50 


Katkorr, V. Soviet economy 1940-1965, Baltimore: Dangary, 1961. Pp. xi, 559. $6.50 


Larerrieke, M. Lyon ville industrielle. Paris: Presses Univ. de France, 1960. Pp. 546. NF 
30. 

LatoucHeE, R. The birth of Western economy—economic aspects of the Dark Ages. Transl 
by E. M. Wilkinson. New York: Barnes & Noble, 1961. Pp. xviii, 341. $7.50. 


492 THE AMERICAN ECONOMIC REVIEW 


Originally published in 1956 as Les Origines de l'économie occidentale. Paris: Albin 
Michel 


Leonarvl, S. Sviluppo economico e decentramento nell’URSS. (Economic development and 
decentralization in the USSR.) Turin: Einaudi, 1960. Pp. 57. 

Leys, C. anp Pratt, C., ed. A new deal in Central Africa. London: Heinemann, 1960. Pp 
xiv, 226, 21s. 

Maittet, P. La structure économique de la France. Paris: Presses Univ. de France, 1960 
Pp. 128. NF 2.20. 

Manzoccut, B. Lineamenti di politica economica in Italia, 1945-1959. (Economic policy 
in Italy, 1945-1959.) Rome: Ed. Riuniti, 1960. Pp. 212 

Mauro, F. Le Portugal et l’Atlantique au XVIléme siécle (1570-1670). Etude économique 
Paris: S.E.V.P.E.N., 1960. Pp. 550. NF 45 

Moore, W. E. anp Fetpman, A. S., ed. Labor commitment and social change in develop 
ing areas. New York: Soc. Sci. Research Council, 1960. Pp. xv, 378. $3.75 

Netson, E., ed. Economic growth: rationale, problems, cases. Proceedings of the Confer- 
ence on Economic Development Sponsored by the Department of Economics and the 
Institute of Latin American Studies at the University of Texas in 1958. Austin: Univ 
of Texas Press, 1960. Pp. xv, 288. $5 

Nortn, D. C. The economic growth of the United States, 1790-1860. Englewood Cliffs, 
N.J.: Prentice-Hall, 1961. Pp. xv, 304. $6.75 

Pares, R. Merchants and planters. Econ. Hist. Rev. Suppl., no. 4. London: Cambridge 
Univ. Press for the Econ. History Soc., 1960. Pp. 91. 10s 6d. 

Patinkin, D. The Israel economy: the first decade. Jerusalem: Falk Project for Econ 
Research in Israel, 1960. Pp. 155. 

Pernoup, R. Histoire de la bourgeoisie en France. I., Des origines aux temps modernes 
Paris: Edit. du Seil, 1960. Pp. 480. NF 15 


Prttoton, F. Effetti moltiplicativi degli investimenti della “Cassa per il Mezzogiorno.” 
(Multiplier effects of the investments of the “Cassa per il Mezzogiorno.”) Rome: 
SVIMEZ, 1960. Pp. 157 


Romes, R. Risorgimento e capitalismo. (Risorgimento and capitalism.) Bari: Laterza, 
1959. Pp. 208 


pe Roos, F. ano Scuouten, D. B. J. Groeitheorie. (The theory of growth.) Haarlem 
Erven F. Bohn, 1960. Pp. 189. f 12.50 


Rowan, L. Arms and economics—the changing challenge. The Lees Knowles Lectures for 
1960. New York: Cambridge Univ. Press, 1961. Pp. 64. 95¢. 

Rupner, A. The economy of Israel—a critical account of the first ten years. London: 
Cass, 1960. Pp. xxiii, 307. 25s. 

SANTARELLI, A. Introduzione allo studio del problema industriale italiano. (Introduction 
to the study of the Italian industrial problem.) Padua: CEDAM, 1959. Pp. 208 


Saraceno, P. Iniziativa privata e azione pubblica in un piano di sviluppo economico 


(Private initiative and public intervention in a plan of economic development.) Rome: 
SVIMEZ, 1959. Pp. 100 


Seore, C. Produttivita e prezzi nel processo di sviluppo—L’esperienza italiana 1950-1957. 


(Productivity and prices in development process—the Italian experience.) Rome: 
SVIMEZ, 1959. Pp. 61 

Sen, A. K. Choice of techniques—an aspect of the theory of planned economic develop- 
ment. Oxford, Eng. : Blackwell, 1960. Pp. 122. 18s. 


SINGER-KEeRreEL, J. Le coat de la vie 4 Paris de 1840 4 1954, Paris: A. Colin, 1961. Pp. 560 
NF 30. 


Stucken, R., ed. Untersuchungen einzelner Entwicklungslander—Peru—Tunesien—Agypten 
und Syrien. Berlin: Duncker & Humblot, 1950. DM 10.45. 


Tersorcu, G. Sixty years of business capital formation. Washington: Mach. and Allied 


TITLES OF NEW BOOKS 493 


Products Inst., and Council for Technological Advancement, 1960. Pp. 17. $1.50. 


Treopatp, R. The rich and the poor—a study of the economics of rising expectations. A 
Mentor paperback, New York: New American Lib., 1960. Pp. ix, 160. 50¢ 


Witson, J. S. G. Economic environment and development programmes—an inaugural lec- 
ture delivered in the University of Hull on 5 May 1960. Hull: Univ. of Hull Pub., 1960. 
Pp. 20. 2s 6d. 


Analysis of the financial situation in Laos (report of Inpeng Souryadhay, 15 July 1960). 
New York: Joint Pub. Research Svce., 1960. Pp. 33 

Area redevelopment—i961. Hearings before a subcommittee of the Senate Committee on 
Banking and Currency, 87th Cong., 1st sess., Jan. 18-26 and Feb. 20, 1961. Washington: 
Supt. Docs., 1961. Pp. 880 

Atti del Congresso Internazionale di studio sul progresso tecnologico e la societa italiana 
(Proceedings of the International Congress on Technical Progress and Italian Society.) 
Milan, June 28-July, 1960. Milan: Centro Nazionale di Difesa e Prevenzione Sociale, 
1960. 
The proceedings include a number of papers concerned with economic theory and policy 

in the field of economic development. 


Croissance économique et structures sociales. Paris: Cujas, 1960. Pp. 100. NF 4.50. 
El desarrollo econédmico de la Argentina. México: UN Comisién Econ. para América 
Latina, 1959. Pp. 128 


El desarrollo industrial del Pera. México: UN Comisién Econ. para América Latina, 1959 
Pp. 335. 


Development of the national economy and culture of the People’s Democratic Republic of 
Korea 1946-1959—statistical handbook. New York: Joint Pub. Research Svce., 1960. 
Pp. 132. 

An economic atlas for West Virginia. Econ. stat. ser. 1, Charleston: West Virginia Econ. 
Develop. Agency, 1960. Pp. 24. Free. 

The economic development of Tanganyika—report of a mission organized by the Inter- 
national Bank for Reconstruction and Development at the request of the Governments 
of Tanganyika and the United Kingdom. Baltimore: Johns Hopkins Press for Internat. 
Bank for Recon. and Develop., 1961. Pp. xxviii, 548. $8.50 

Estudio econédmico de América Latina. Santiago de Chile: Comisién Econémica para 
América Latina, 1959. 

General industrial survey of seventeen industries for Viet Nam. Washington: Tech. Aids 
Branch, Office of Indus. Resources, Internat. Coop. Admin., 1959. Pp. 234 
Copies of this publication are not available for distribution in the United States. 

Growth in the British economy—a study of economic problems and policies in contem- 
porary Britain. London: Allen & Unwin for PEP; New York: Oxford Univ. Press, dis- 
trib., 1960. Pp. xii, 256. $4.08. 

The Institute of Economic Research; research, publications and other activities 1958-1960. 
Report of the director (Joseph Grunwald). Santiago, Chile: Inst. of Econ. Research, 
Univ. of Chile, 1961. Pp. v, 19. 


Interdipendenze strutturali dell’economia siciliana del 1958. (Input-output analysis of the 
Sicilian economy.) Palermo: Morgnino for Bank of Sicily, 1960. Pp. 74 


Manual de proyectos de desarrollo econémico. Programa CEPAL. México: AAT, 1959. 
40 pesos 


México. Cincuenta afos de revolucién. I, La economia. México: Fonde de Cultura Eco- 
nomica, 1960. Pp. 619. 40 pesos. 

Problemes du développement régional. Paris: Cujas, 1960. Pp. 124. NF 4.50 

Programming techniques for economic development: with special reference to Asia and the 
Far East. Report of the first group of experts on programming techniques. Develop. 


programming techniques ser. no. 1. Bangkok: UN Econ. Commission for Asia and the 
Far East, 1960. Pp. ix, 27. $1. 


494 THE AMERICAN ECONOMIC REVIEW 


The Soviet Seven Year Plan: a survey of economic progréss and potential in the U.S.S.R 
London; Phoenix House, 1960. Pp. 126. 10s 6d 
Statistics and data for a study of the development of the People’s economy 1949-1055 


Hungary. Washington: Joint Pub. Research Svee., 1961. Pp. 427 

Steps toward economic expansion in New York State: report. New York: Temporary 
State Commission on Econ. Expansion, 1960. Pp. 152 

stime sui consumi privati in Italia nel prossimio decennio. (Estimate of private consump 
tion in Italy in the next decade.) Rome: SVIMEZ, 1960. Pp. 83 

The success of the 1959 plan and the struggle to achieve the 1960 plan and the three-year 
plan—North Vietnam. New York: Joint Pub. Research Svce, 1960. Pp. 98 


Statistical Methods; Econometrics; Social Accounting 


Duncan, O. D., Cuzzort, R. P. ann Duncan, B. Statistical geography—problems in ana 
lyzing areal data. Glencoe, Ill.: Free Press, 1961. Pp. vii, 191. $6 

Giiten, W., ed. Volkswirtschaftliche Gesamtrechnung. Kiel: Inst. f. Weltwirtschaft, Univ 
Kiel, 1960. Pp. viii, 260 

Hasuimi, R. M. H. Studies in functional income distribution. Occas. paper no. 3. East 
Lansing: Bur. Bus. and Econ. Research, Grad. School Bus. Admin., Michigan State 
Univ., 1960. Pp. 54. 50¢ 

LieperMAN, G. J. ann Owen, D. B. Tables of the hypergeometric probability distribu 
tion. Stanford stud. in math, and stat, 3. Stanford: Stanford Univ. Press, 1961. Pp. vi, 

6. S15 

NELSon, B Elements of modern statistics—for students of economics and business 
New York: Appleton-Century-Crofts, 1961. Pp. ix, 365. $6 

Ratrra, H. ano ScHarrer, R. Applied statistical decision theory. Boston: Div. Research, 
Grad. School of Bus. Admin., Harvard Univ., 1961. Pp. xxviii, 356. $9.50 

Roux, J. L’organisation scientifique de l'économie nationale. Vol. 1., La comptabilité na 
tionale intégrale. Tableau de bord de la vie économique des Nations. Paris: Inst. de 
Stat. et d'Etudes Econ. et Fin., 1960. Pp. 304 

Rutuerrorp, R. S. G. Basic mathematics for students of economics. Svydnev: West Pub 
Corp. for Univ. Co-op. Bookshop, Sydney, 1960. Pp. vii, 126. 25s 

Scuiarrer, R. Introduction to statistics for business decisions. New York: McGraw-Hill 


1961 Pp x, 382. $7.75 


Strupensk!, P. The income of nations. Pt. 1, History. Pt. 2, Theory and methodology 
With corrections and emendations, Original ed. 1958. New York: New York Univ 
Press, 1961. Pp. xiv, 185; xiv, 153, Paper, $2.50; $2.25 

Vaypa, S. An introduction to linear programming and the theory of games. London 
Methuen; New York: Wiley, 1960. Pp. 76. 9s 6d 

Better statistics in Korea—an interim report to the government of the Republic of Korea 
Seoul: Stat. Advisory Group Surveys & Research Corp., 1960 Pp. iii, 50, 44 

Government price statistics. Hearings before the Subcommittee on Economic Statistics of 
the Joint Economic Committee, Pt. 1, 87th Cong., Ist sess. Washington: Supt. Docs., 
1961. Pp. 526. $1.50 

Proceedings of the Social Statistics Section, 1960. Washington: American Statistical Asso 

n, 1960. Pp. 211 


Economic Systems; Planning and Reform; Cooperation 
Corona Renteria, A. La planeacién econdmica con especial referencia a los problemas re- 
gionales. México: Fon Pra Cosa Mex., 1959. Pp, 171 


GALLEGeS Rocaruti, J. M. La vision cristiana del mundo econdémico. Madrid: Taunus, 


1050 Pp 410. 35 pesos 


TITLES OF NEW BOOKS 495 


LANGE, O. Essays on economic planning. London: Asia Publishing House; Calcutta: Stat. 
Pub. Society, 1960. Pp. iv, 72. 36s. 

LuBRANO-LAvADERA, M. Les marchés de l'état et des collectivités locales. Paris: Berger- 
Levrault, 1960, Pp. 288. NF 20. 


Manovussos, G. Inflation, croissance et planification. Paris: Minard; Genéve: Droz, 1961. 

Pp. xl, 344. Sw. fr. 40 
Meyer, A. G. Communism. New York: Random House, 1960. Pp. 217. $1.95. 

“This introduction to communism in its various guises and functions is intended for a 
broad public of advanced and beginning students, policy-makers, and the proverbial intel- 
ligent layman—for anyone, in short, who wants to study the subject with a minimum of 
political passion.” (From the preface.) 

Perroux, F. Economie et société—Contrainte, échange, don. Paris: Presses Univ. de 

France, 1960. Pp. 188. NF 6. 

ROSENSTHIEHL, P. ano Guoutta-Hovurt, A. Les choix économiques, Décisions séquentielles 

et simulation. Paris: Dunod, 1960. Pp. xx, 360, NF 47. 

Ekonomicheskie zakony socialisma i ikh ispolsovanye—sbornik statey. (Economic laws of 


socialism and their application—collection of articles.) Moscow: Publ. House for socio- 
economic lit., 1960. Pp. 426. 


Business Fluctuations 


Bompacn, G., ed. Stabile Preise in wachsender Wirtschaft: das Inflationsproblem. In honor 
of Erich Schneider’s 60th birthday. Tiibingen: J. C. B. Mohr (Paul Siebeck), 1960. DM 
29.80. 

Grove, D. L. Las fluctuaciones econdémicas en Estados Unidos y América Latina, México: 
Centro Estud. Monetarios Latino-americanos, 1959. Pp. 158. 23 pesos. 

Horrmeyer, E. Stabile Priser og fuld beskaeftelse. Copenhagen: Bikuben, 1960, Pp. 277. 

TuSéw Cruz, A. Politica econémica de la inflacién (Estudio del tiempo bélic’). Madrid : 
Aguilar, 1959. Pp. 143. 35 pesos. 

Writson, T. Inflation. Cambridge: Harvard Univ. Press, 1961. Pp. 280. $5.50 

Current economic situation and short-run outlook. Hearings before the Joint Economic 
Committee, 86th Cong. 2nd sess., Dec. 7 and 8, 1960. Washington: Supt. Docs., 1961. 
Pp. iv, 266. 70¢. 

Employment, growth, and price levels. Index to hearings before the Joint Economic Com- 
mittee with tables of contents of study papers and staff report, 86th Cong., 2nd sess 
Washington: Supt. Docs., 1961. Pp. vii, 94. 30¢. 


A joint statement on the rise of chronic unemployment. Washington: Nat. Planning Assoc.., 
1961. Pp. 45, mimeo. 


Money, Credit and Banking; Monetary Policy; Consumer Finance; 
Mortgage Credit 


Ausurn, H. W., ed. Comparative banking in Austria, Belgium, Denmark, Finland, France, 
Germany, Greece, Italy, Netherlands, Norway, Portugal, Spain, Sweden, Switzerland, 
Turkey, United Kingdom, U.S.A., U.S.S.R. London: Waterlow, 1960. Pp x, 118. 17s 6d 

Aymarp, P. La banque et |’état: la politique économique et l’évolution des techniques 
bancaires en France depuis 1945, Paris: Armand Colin, 1960. Pp. 289. NF 14. 

Biessino, K. Die Verteidigung des Geldwertes. Frankfurt am Main: Fritz Knapp, 1960 
DM 19.80. 

Butt, P. D. Branch banking and economic growth in Arizona and New Mexico. New 
Mexico stud. in bus. and econ. no. 7. Albuquerque: Bur. of Bus. Research, College of 
Bus. Admin., Univ. of New Mexico, 1960. Pp. ix, 39. $3. 

Campsett, C. D. The Federal Reserve and the business cycle. Tuck bull. 26. Hanover: 
Amos Tuck School, Grad. School of Bus. Admin., Dartmouth College, 1961. Pp. 15. 


= 


496 THE AMERICAN ECONOMIC REVIEW 


Daitonre, A. Money in motion—a graphic portrayal of the nature of money and the 
American monetary system, New York: John de Graff, 1961. Pp. xvii, 141, $5.95. 

Deit'Amore, G. Introduzione allo studio del mercato del credito. (Introduction to the 
study of the credit market.) Milan: Giuffré, 1960, Pp, ix, 220. 

Drerertin, P., ed. La restauration des monnaies européennes. Special no. Rev, d’Econ 
Politique. Paris: Sirey, 1960, Pp, 214, NF 23 

Fousex, P. G, Los instrumentos de la politica monetaria. México: Centro de Estud 
Monetarios Latinoamericanos, 1959, Pp, 189, 23. pesos, 

Franks, 0. Some reflections on monetary policy in the light of the Radcliffe Report 
New York: Asia Pub, House; New York: Taplinger, distrib., 1960. Pp, viii, 72, $2.25 

Haines, W. W. Money, prices, and policy. New York: McGraw-Hill, 1961, Pp. xvii, 
780, $7.05 

Hoac, W. G, Banks for cooperatives: quarter century of progress. Washington: Farm 
Credit Admin,, 1960, Pp. 87 

Invine, J. A. The social credit movement in Alberta, Toronto: Univ. of Toronto Press, 
1959, London: Oxford Univ, Press, 1960, Pp. xii, 369. 48s, 

Knionr, H. M. Introduccién al andlisis monetario, México: Centro de Estud. Monetarios 
Latinoamericanos, 1959, Pp. 204. 25 pesos. 

Kronrop, Y. A. Dengi v socialisticheskom obshchestve Ocherki teorii. (Money in the 
socialist society—theoretical outlines.) 2nd rev. ed. Moscow: Publ. House for Finance, 
1960. Pp. 424 

Lyon, R. A. Investment portfolio management in the commercial bank. New Brunswick: 
Rutgers Univ, Press, 1960, Pp. 210. $4.50 

Miranetta, G. L’unificazione monetaria della ComunitA Economica Europea, Palermo 
Seminario Econ. Pol, e Sci, d, Fin., Univ. degli Stud, Palermo, 1960. Pp. 89. 

Payne, W. F. Industrial demands upon the money market. 1919-57: a study in fund- 
flow analysis, Tech. paper 14. New York: Nat. Bur. of Econ. Research, 1961. Pp. xix, 
130, $1.50 

Pesenti, A. Lezioni di economia politica-la moneta. (Lectures on economics—money.) 
Rome: Ed, Riuniti, 1958. Pp, 203. 

Rirrer, L. S., ed. Money and economic activity—-readings in money and banking. 2nd ed 
Boston: Houghton Mifflin, 1961, Pp. xiv, 457. $4.50. 

SAncnez Cutn, M. El crédito a largo plazo en México. Resefia histérica. México: Grafica 
Panamericana, 1959, Pp, 301 

Scuerrer, C. F. anno Smeets, M. J. H. Geld en Overheid. De kringloop van het geld 
en de invloed van de overheid. (Money and the government. An analysis of money-flows 
and the government's influence.) Utrecht: Het Spectrum, 1960. Pp, 224. f. 1.90, 

Warson, G. M. El Banco de Inglaterra. México: Centro de Estud. Monetarios Latino 
americanos, 1960. Pp. 144. 18 pesos. 

The Federal Reserve System: purposes and functions, Washington: Board of Governors of 
the Federal Reserve System, 1961. Pp. xvi, 238. 

Inwieweit ist die schleichende Inflation durch monetiire Massnahmen zu _ bekiimpfen? 
Report of the meeting of the Arbeitsgemeinschaft deutscher wirtschaftswissenschaftlicher 


Forschungsinstitute in Bad Godesberg June 1960, Berlin: Duncker & Humblot, 1960. 
DM 19.80 


Public Finance; Fiscal Policy 


Atpers, W. anp Wetse, H. Wettbewerbsverschiebungen durch die unterschiedliche Steuer- 
belastung von Produktionsmitteln in der europiiischen Integration. Kieler stud. 55. Kiel: 
Inst. f. Weltwirtschaft, Univ. Kiel, 1960. Pp. xiv, 403. DM 48. 

Biocu-Larn&, F., ano pe Vooitit, P, Le trésor public et le mouvement général des fonds 
Paris: Presses Univ. de France, 1960. Pp. 372. NF 20. 


TITLES OF NEW BOOKS 497 


Brazen, H. E. Taxation in Michigan: an appraisal, Michigan pamph, no. 30. Ann Arbor 
Inst. of Pub. Admin., Univ. of Michigan, 1961, Pp. 41. $1. 


Coretanno, M, A. Trends in government financing. Nat. Bur. Econ. Research stud. no. 7 
Princeton: Princeton Univ. Press, 1961, Pp. xxvi, 210. $5. 


Ferouson, E. J. The pever of the purse—a history of American public finance, 1776-1790 
Chapel Hill: Univ. of North Carolina Press for Inst. of Karly American History and 
Culture, 1961, Pp. xvi, 358. $7.50. 

Gierscu, H.-H. Investitionsfinanzierung und Besteuerung. Wiesbaden: Gabler, 1961 
DM 9.80, 

Lacour-Gavet, R. Les renaissances financiéres de la France de Saint-Louis & Poincaré 
Paris: Hachette, 1959. Pp. 254. 

McCracken, P, W., ed. Taxes and economic growth in Michigan: a study undertaken at 
the request of the Committee on Michigan's Economic Future, Kalamazoo: W. E 
Upjohn Inst. for Employment Research, 1960, Pp. xi, 167. $4.75, 


Nortciirre, KE. B. Common market fiscal systems, London: Sweet & Maxwell, 1960 
Pp. 90. 21s 


Owens, E. A. The foreign tax credit. Cambridge: Harvard Law School Internat. Program 
in Taxation, 1960, Pp. 666, $20 

Parravicini, G. La politica fiscale e le entrate effettive nel Regno d'Italia 1860-1890 
(Fiscal policy and budget receipts in the Italian Kingdom 1860-1890.) Turin: ILTE, 
1958 Pp 617. 

Patterson, R. T, The tax exemption of cooperatives. Rev. ed. New York: Univ. Pub. Inc., 
for Claremont Men’s College, 1961. Pp. xii, 140. $5. 

“Professor Patterson has carefully explored the social and economic arguments for these 
exemptions. His conclusions will not satisfy every reader, particularly friends of coopera 
tives.” (From the foreword by the President of Claremont Men’s College.) 

Pinozynsk!, Z. anp Winter, E. General principles of the Polish financial system. Wash 
ington: Joint Pub, Research Svce., 1961. Pp. 50. 

RApier, A. J. Die direkten Steuern der Kapitalgesellschaften und die Probleme der 
Steueranpassung in den sechs Staaten der Europiischen Wirtschaftsgemeinschaft. Am 
sterdam : Internat. Bur. Fiscal Doc., 1960. Pp. 284. $8. 

Taytor, P. E. The economics of public finance. 3d ed. New York: Macmillan, 1961 
Pp. xviii, 588. $7.50 

Tripatuy, R, N. Federal finance in a developing economy. Calcutta: World Press, 1960 
Pp. xvi, 239. Rs 15. 

Coordination of state and federal inheritance, estate and gift taxes—a report of the 


Advisory Commission on Intergovernmental Relations. Washington: Supt. Docs., 1961 
Pp. 134. 


Detail of state tax collections in 1959. Washington: Bur. of the Census, 1959. Pp. 30 


Financial management in the federal government—a comprehensive analysis of existing and 
proposed legislation including financial management improvements made on a govern 
ment-wide basis. Senate Committee on Government Operations, 86th Cong., 2nd sess., 
Dec. 30, 1960. Washington: Supt. Docs., 1961. Pp. 366. 

Growth and taxes—steps for 1961. CED statement on nat. pol. New York: Com. for Econ. 
Develop., 1961. Pp. 53. 

Profit sanctuaries and how they are used. New York: Bus. Internat., 1960. Pp. 54. $30 for 
non-subscribers. 


The proposed 23rd amendment to the Constitution to repeal the 16th amendment to the 
Constitution which provides that Congress shall have power to collect taxes on incomes: 
a study made by the staff of the Joint Economic Committee to determine the effects of 
its adoption. 87th Cong., Ist sess. Washington: Supt. Docs., 1961. Pp. 26. 

Public finances: needs, sources and utilization—a conference of the Universities-National 


498 THE AMERICAN ECONOMIC REVIEW 


Bureau Committee for Economic Research, Spec. conf, ser. vol. 12, Princeton: Princeton 
Univ. Press for Nat, Bur, of Econ. Research, 1961, Pp, xiv, $12, $10 

A study of the dealer market for federal government securities. Materials prepared for 
the Joint Economic Committee, 86th Cong., 2nd sess. Washington: Supt. Docs., 1960 
Pp. ix, 144, 40¢ 

Ten-year projection of federal budget expenditures, Special study. Washington: U.S. Bur 
of the Budget, 1961. Pp. 72 

A topical comparison of United States income tax conventions. Prepared by the staff of the 
Joint Committee on Internal Revenue Taxation for the use of the Senate Committee on 
Foreign Relations, Washington: Supt. Docs., 1960, Var, pp 


International Economics 


Anixin, A. V. Valutnyye problemy Sapadnoy Evropy, (Foreign exchange problems of 
Western Europe.) Moscow: Inst. of Internat, Relations, 1960, Pp, 179 


Bravers, W. K. Handboek voor internationale prognose en planning. (An introduction to 
forecasting the consequences of Western European integration.) Antwerp and Amster 
dam: Standaard, 1960, Pp, 96, f 10.00 


pet. Cursto, H, H, Cuando el peso valia més que el délar (Ensayo histérico de las devalu 
aciones monetarias en México.) México: Impresora Juan Pablos, 19590, Pp, 401, 25 pesos 

Dett, S. S. Problemas de un mercado comin en América Latina, México: Centro de 
Estud, Monetarios Latino-americanos, 1959, Pp, 219, 25 pesos 

Feor, C, Gli investimenti esteri, (Foreign investments.) Padua; CEDAM, 1959, Pp, 201 

Frimpman, I. S, El control de cambios, México; Centro de Estud. Monetarios Latino 
americanos, 1959, Pp, 194, 23 pesos 

Gricer, T., The General Electric Company in Brazil, U.S. Bus. Performance Abroad case 
stud., 9, Washington: Nat. Planning Assoc., 1961, Pp, x, 106, $1 


Hanercer, G, Growth and balance in world trade—a challenge to American foreign eco 
nomic policy, The Galen L. Stone Inaugural Lecture, Dec, 1957,.Cambridge: Harvard 
Univ. Press, s.d. Pp. 21. 50¢ 

Hartoc, F. Het economisch wereldbestel, (International economics.) Bussum: Ruys, 1960 
Pp. 217, f 14.50 

Henriksen, O. B. @tcArp, A. Danmarks udenrigshandel 1874-1958. Copenhagen: 
Gads, 1960, Pp, 133, DKr, 25 

Krause, W. American agricultural surpluses and foreign economic development. Stud. bus 
& econ. ns. no. 8. Iowa City: State Univ. Iowa Bur. Bus. and econ. research, 1960 
Pp. 36. $1 

Kristensen, T. AND oTmers, The economic world balance. Copenhagen: Munksgaard, 
1960. Pp. 377 

LinpemMan, J, AND Armstrono, D. Policies and practices of United States subsidiaries in 
Canada. Washington: Nat. Planning Assoc. (U.S.A.) and Private Planning Assoc. of 
Canada, 1960. Pp. xi, 82. $2 

MacDoveatt, D. The dollar problem: a reappraisal, Essays in internat. fin. no. 35. Prince 
ton: Internat. Fin. Sec. Dept. Econ., Princeton Univ., 1960. Pp, 76 

Marcer, A. W. anv Trirrin, R. Los pagos internacionales y la politica monetaria. Mexico 
D.F.: Centros de Estudios Monetarios Latinoamericanos, 1959. Pp, 175. 25 pesos. 


Massap, C. ano Srrasma, J. La zona de libre comercio en America Latina—algunos prob 


lemas por resolver, Pub, no. 38, Santiago: Inst. de Econ., Univ. de Chile, 1961, Pp. viii, 
39 


Merver, F. V. The European Free-Trade Association; an analysis of “the outer seven.” 
New York: Praeger; London: Barrie & Rockliff with the Pall Mall Press, 1960. Pp. viii, 
140, 18s 


TITLES OF NEW BOOKS 499 


Nove, A. ano Donnetry, D. Trade with communist countries. New York: Macmillan for 
Inst. Econ, Affairs, 1960, Pp. 184, $6 

Ocnoa Campos, R. Los movimientos de capital en la balanza de transacciones econdmicas 
en México, México, 1959, Pp, 126 

Part, G. U. Economia internazionale, (International economics.) Turin: UTET, 1959 
Pp. $49 

Piovet, H. S. Gold and the United States balance of payments deficit. Prepared by Library 
of Congress, Legislative Reference Service for the House Committee on Foreign Affair 
87th Cong., Ist sess. Washington: Supt, Docs., 1961. Pp. 50 

RéprKke, W. International order and economic integration, Dordrecht: Reidel, 1960. Pp. viii 
176. Fl. 22.50 

SALANT, W. S. anv Vaccara, B. N. Import liberalization and employment—the effects of 
unilateral reductions in United States import barriers. Washington: Brookings Inst., 1961 
Pp, xix, 388. $6.75 

Scorr, W. G. Gli investimenti esteri in Italia, (Foreign investments in Italy.) Milan 
Centro Studi e Ricerche sulla Struttura Economica Italiana Dell'Istituto Feltrinelli 
1960. Pp, 144 

Sneruerp, S. A. Foreign exchange in Canada: an outline. 3rd ed. Toronto: Univ. of 
Toronto Press, 1961, Pp. xii, 265. $5.95 

Snonrietp, A. The attack on world poverty, New York: Random Hou 1960. Pp. xii 
169, $5 

Smirnov, A. M. International currency and credit relations of the USSR. New York 
Joint Pub. Research Svce., 1960. Pp. 219 

Sonmen, EF. Flexible exchange rates—theory and controversy. Chicago: Univ. of Chicago 
Press, 1961. Pp. xiv, 172. $5 

Tew, B. The International Monetary Fund: its present role and future prospects. Essay 
in internat, fin, no, 36. Princeton: Internat. Fin. Section, Dept. of Econ., Princeton 
Univ., 1961. Pp. 41 

Background documents relating to the Organization for Economic Cooperation and De 
velopment. Prepared by Senate Committee on Foreign Relations. Washington: Supt 
Does,, 1961 Pp 10 

Kurope and the world economy. Eleventh annual economic review. Paris: O.E.E.C., 1960 
Pp. 138. 9s 

Investing & licensing conditions in 37 countries, Bus. Internat. research rept. New York 
Bus. Internat., 1960. Pp. 154. $60, nonsubscribers 

Perspectivas del comercio exterior chilefio 1960-1965. Revisidn a septiembre de 1960 
Boletin inf. no, 4. Santiago, Chile: Inst. de Econ., Univ. de Chile, 1960. v.p 

kK] programa de integracién econémica de centroamérica. Ministerio de Economia. San 
Salvador: Ed. Ahora, 1959. Pp. 82 

A survey of the strategic trade control program 1957-1960. Mutual Defense Assistance 
Control Act of 1951, 14th report to Congress by Dept. of State. Washington: Supt 
Docs., 1960, Pp. 50. 25¢ 

The United States balance of payments position. Report of the Committee on Economic 
Policy. Washington: Chamber of Commerce of the U.S.A., 1961. Pp. 60 

Vneshnyaya torgovlya SSSR za 1918-1940 gg. Stat. Obsor. (Foreign trade of the USSR 
in 1918 to 1940, stat. survey.) Moscow: Publ. House for Foreign Trade, 1960. Pp. 1135 


Business Finance; Investment and Security Markets; Insurance 


Baumcart, E., Krencer, R. ano Moritz, W. Die Finanzierung der industriellen Expansion 
in der Bundesrepublik wihrend der Jahre des Wiederaufbaus. Berlin: Duncker & 
Humblot, 1960. DM 13.60 


500 THE AMERICAN ECONOMIC REVIEW 


Haves, D. A. Investments: analysis and management. New York: Macmillan, 1961 
Pp. x, 598, $7.50 

Moweray, A, H. ann Brancnarp, H, Insurance—its theory and practice in the United 
States, 5th ed, New York: McGraw-Hill, 1961, Pp, xiii, 617, $7.50 

Rose, H. B, The economic background to investment. London: Cambridge Univ. Press for 
the Inst. of Actuaries and the Faculty of Actuaries, 1960, Pp, xi, 661. 40s 

Snan, K. C. Pattern of corporate savings and investments, Bombay: G. R. Bhatkal for 
Popular Book Depot, 1960 Pp, xvi, 263, Re 15 
Primarily concerned with the growth and significance of the corporate sector in India 


broad financial trends, finance of particular industries, corporate income retention, problems 
and prospects 


Business Organization; Managerial Economics; Marketing; Accounting 


Arners, H, H, Organized executive action: decision-making, communication, and leadership 
New York: Wiley, 1961. Pp. xii, 604. $8.50 

BuckinenamM, W, Automation—its impact on business and people. New York: Harper, 
1961. Pp. ix, 196, $4.50 

Crorre:, J. Saint-Gobain—Du miroir A l'atome, Paris: Plon, 1960. Pp. 160. NF 7,50 

Cnurcnman, C, W. Prediction and optimal decision—philosophical issues of a science of 
values. Englewood Cliffs, N.J.: Prentice-Hall, 1961, Pp. xiv, 394, $6.75 

Danietts, L. M., comp, Business forecasting for the 1960's—a selected, annotated bibli 
ography. Cambridge: Baker Lib, Grad, School of Bus. Admin., Harvard Univ., 1960 
Pp. 41. $1 

Dane, S. Linear programming in industry, Theory and applications, Vienna: Springer, 
1060 Pp 120, $4.75 

pb’ Yorwaiie, C. L’Union minitre du Haut-Katanga, Paris: Plon, 1960. Pp, 192. NF 7.50 

Fenn, D. H,, Je., ed. Managing America’s economic explosion, New York: McGraw-Hill, 
1961. Pp. xiv, 269, $6 
The volume is based on a national business conference held at Harvard University. The 

problems discussed were those concerned with economic growth and inflation—particularly 

from the point of view of management of business enterprise. 

Gentry, D, L. ano Tarr. ©. A, Elements of business enterprise. New York: Ronald Press, 
1961. Pp. vi, 705. $7 

Grover, J. D. ano Lawrence, P. R. A case study of high level administration in a large 
organization—-the office of the Assistant Secretary of the Air Force (management) 1947 
1952, Boston: Harvard Univ.-Div. Research, Grad, School of Bus. Admin., 1960. Pp. vi, 
120, $2 

Gorvon, R. A. Business leadership in the large corporation, Paper-bound ed., with a new 
preface. Berkeley and Los Angeles: Univ. California Press, in co-op. with the Brookings 
Institution, 1961. Pp. xvii, 364. $1.95 

Granicx, D. The Red executive—a study of the organization man in Russian industry 
London: Macmillan, 1960, Pp, 334, 21s 


Gross, A. Sales promotion—principles and methods for intensifying marketing effort. 2nd 
ed. New York: Ronald, 1961. Pp. vi, 504, $8.50, 


Jerome, W. T., III, Executive control—-the catalyst. New York: Wiley, 1961. Pp. xiii, 
275. $6.95 

Le Breton, P. P. ano Hennino, D. A, Planning theory, Englewood Cliffs: Prentice-Hall, 
1961, Pp. xiv, 375. $6.75 
The book is concerned with planning “‘at all levels of the business enterprise.” 


Lesourne, J. Technique économique et gestion industrielle. Paris: Dunod, 1960. Pp. xliv, 
627. NF 58 


TITLES OF NEW BOOKS Ol 


Mac Niece, BE, H. Production forecasting, planning, and control. 3rd ed. New York: Wiley, 
1961, Pp. x, 402, $9.75 

Ontwa, P. Economia di azienda, (The economics of the firm.) Turin: UTET, 1960. Pp. 790 

Picors, P. ano Mvers, C. A. Personnel administration—a point of view and a method 
ith ed. New York: McGraw-Hill, 1961. Pp. x, 749. $7.95 

Ricu, E. FE, Hudson's Bay Company, 1670-1870, Vol, 2. 1763-1870. London: The Hudson’ 
Bay Record Soc., 1959, Pp, 975, 

Scott, W. D., Croturer, R. C. ann Spricer, W. R. Personnel management principles 
practices, and point of view. 6th ed. New York: McGraw-Hill, 1961. Pp. «, 624. $7.75 

Sepitiot, R. Pevoror, Paris: Plon, 1960. Pp. 192. NF 7.50 

SmvyKkay, FE. W., Bowersox, D. J. anno Mossman, F. H. Physical distribution management 

logistics problems of the firm. New York: Macmillan, 1961. Pp. xiv, 283, 86 

Terteckyy, N. FE. Help-wanted advertising as a business indicator. Tech. paper no. 9% 
New York: Nat. Indus. Conf. Board, 1961. Pp. 66. $3 Associates, $15 non-Associates 

Zivoier, R. J. Principles of industrial management case book. New York: Macmillan, 1961 
Pp. xii, 246. $3.50 

Administration of electronic data processing. Stud, in bus. policy, no. 98. New York: Nat 
Ind. Conf. Board, 1961. Pp. 136. $5 for Associates 

Current application of direct costing. Research rept. no. 37, New Y it. Assoc. of 
Accountants, 1961. Pp. 108. $2 

La gestion prévisionnelle des entreprises industrielles et commerciales. Paris: Edit. de 
l'Entreprise moderne, 1960. Pp. 180 

Management in the scientific age—proceedings 1958 annual conference of the Washington 
chapter Society for Advancement of Management, Dec. 11, 1958. Kalamazoo: W. E 
Upjohn Inst. for Employment Research, 1961. Pp. xii, 80. Free 

Services for small-scale industry. Stud. and rept. n. s. no. 61. Geneva: Internat. Lab. Office 
1961. Pp. vi, 204. $2 


Industrial Organization; Government and Business; Industry Studies 


Anprews, P. W. S. anno Frivay, F. A, Fair trade—resale price maintenance re-examined 
New York: St. Martin’s Press; London: Macmillan, 1960. Pp. 84. $2 

Arnot, H., ed. Die Korizentration in der Wirtschaft. Vol. 1, Stand der Konzentration 
Vol. 2, Ursachen der Konzentration. Vol. 3, Wirkungen und Probleme der Konzentration 
Berlin: Duncker & Humblot, 1960. Pp. xv, 785; vi, 682; iv, 453. DM 78.60; DM 69.80; 
DM 58.60 

Barajas Manzano, J. Aspectos de la industria del algodén en México. México: Inst. de 
Investigaciones Econ., 1959. Pp. 178. 17 pesos. 

Bonsricnt, J. C. Principles of public utility rates. New York: Columbia Univ. Press, 
1961. Pp. xii, 433, $10. 

Castettano, C, La politica antimonopolistica negli Stati Uniti. (The U.S. anti-trust 
policy.) Rome; Roma Istituto Cartografico Italiano, 1960. Pp. 100 

Dimock, M. E. Business and government—issues of public policy. 4th ed. New York 
Holt, Rinehart and Winston, 1961. Pp. vi, 505. $6.75 

Dupinsxy, L. S. Monopolii i ekonomika Anglii (do vtoroy mirovoy voyny). [Monopolies 
and the British economy (before the Second World War).] Moscow: Publ. House for 
Socioeconomic lit., 1960, Pp. 478. 

Ex.xis, L. E. Newsprint: producers, publishers, political pressures. Including the text of 
Print paper pendulum: group pressures and the price of newsprint. New Brunswick: 
Rutgers Univ. Press, 1960. Pp. vi, 215. $7.50. 

Garancer, A. Petite histoire d’une grande industrie (Machines—outiles).. Paris: Edit 
S.E.M.M.O., 1960. Pp. 288. NF 50. 


tHE AMERICAN ECONOMIC REVIEW 


Greeniear, W. Monopoly on wheels—Henry Ford and the Selden automobile patent 
Detroit: Wayne State Univ, Press, 1961, Pp. xii, 302, $5.95 

Harrison, G. An analytical history of the patent policy of the Department of Health, 
Education, and Welfare: study of the Subcommittee on Patents, Trademarks, and 
Copyrights of the Senate Committee on the Judiciary, 86th Cong., 2nd sess. Washington 
Supt, Does, 1961 


Hay, W. W. An introduction to transportation engineering. New York: John Wiley, 1961 
Pp. xiii, 50S, $11.75 

Hvonrs, J. Nationalised industries in the mixed economy. Fabian tract 328. London 
Fabian Society, 1960 Pp. 40. 4s 

Lanois, J. M. Report on regulatory agencies to the President-elect, 86th Cong,, 2nd sess 
Washington; Supt, Docs,, 1960, Pp, 87 

Munp, V. A, Government and business. 3rd ed. New York: Harper, 1960, Pp, x, 548. $3 

Munrne, P, Horisontale karteller, Oslo: Universitetsforlaget, 1960. Pp. 170 

Neunrr, & J. The natural gas industry--monopoly and competition in field markets 
Norman: Univ, of Oklahoma Press, 1960, Pp. xx, 402, $5.75 

Oorr, C. J. La théorie marginaliste et les prix de transport—-une analyse. Rotterdam 
Fondation Verkeerswetenschappelijk Centrum, 1960. Pp. 93, Fl. 10 

Parkinson, J. R, The economics of ship-building in the United Kingdom. Univ. of 
Glasgow soc, and econ, stud, 6, London: Cambridge Univ. Press, 1960, Pp, xii, 227. 40s 

Pevrer, H. La stratégie du fer. Paris: Presses Univ, de France, 1960, Pp. 128. NF 2.20 

Rosson, W. A. Nationalized industry and public ownership, London; Allen & Unwin, 1960 
Pp. 544. 50s 

Sreaker, M. Die Méglichkeiten der Atomkerntechnik fiir die beschleunigte wirtschaftliche 
Entfaltung von Entwicklungs-liindern, Cologne: Westdeutscher Verlag, 1960. Pp. 174 
DM 43.30 

Administered prices. Administered prices in the drug industry. Pt. 25, Antibiotics—appen 
dix A. Hearings before the Subcommittee on Antitrust and Monopoly of the Senate 
Committee on the Judiciary, 86th Cong., 2nd sess. Washington: Supt. Docs., 1961 
Pp. 1125 

Independent regulatory cormissions—staff report of the Special Subcommittee on Legisla 
tive Oversight of the House Committee on Interstate and Foreign Commerce, 86th Cong., 
sess. Washington: Supt. Doces., 1960. Pp. 263 


The insurance industry. Hearings before the Subcommittee on Antitrust and Monopoly 


of the Senate Committee on the Judiciary, 86th Cong., 2nd sess 


, May 24-27 and June 
16-17, 1960. Washington: Supt, Docs., 1961. Pp. 656 


National transportation policy—preliminary draft ef a report prepared by the Special 
Study Group on Transportation Policies in the United States, for the Senate Committee 
on Interstate and Foreign Commerce, 87th Cong., Ist sess., Jan. 3, 1961, Washington: 
Supt. Does., 1961, Pp. 732 

Patent practices of the Federal Aviation Agency: preliminary report of the Subcommittee 
on Patents, Trademarks and Copyrights of the Senate Committee on the Judiciary, 86th 
Cong., 2nd sess. Washington: Supt. Docs., 1961, Pp. 70 

Small business problems in food distribution. Report of Subcommittee no. § on Distribu 
tion Problems Affecting Small Business of the House Select Committee on Small Busi 
ness, 86th Cong., 2nd sess. Washington: Supt. Docs., 1960. Pp. 225 


Textile outlook for the sixties. U.S. Dept. of Commerce, Bus. and Defense Services 
Administration. Washington: Supt. Docs., 1960, Pp. viii, 54. 35¢ 


This study reviews the major factors to be taken into account in making projections of 
the future industrial and consumer demand for textile products. The economist will find 
particularly interesting the figures showing correlations between disposable personal income 
and various classes of consumption expenditure for the period 1946-58 


TITLES OF NEW BOOKS 


Transport statistics in the United States for the year ended December 1959, Pt, 1 
railroads, their lessors, and proprietary companies. Washington tur. Transport Econ 
and Stat., Interstate Commerce Commission, 1960 Pp. 566 

lransport statistics in the United States for the year ended December 41, 1959, Pt. 7 
motor carriers, Washington: Bur. Transport Econ. and Stat., Interstate Commerce Com 
mission, 1960 Pp 7 


Land Economics; Agricultural Economics; Economic Geography; Housing 

Banvint, M. Economia agraria. (Agricultural economics.) Turin: UTET, 1959. Pp. 756 

Diaz Soro ¥ Gama, A. La cuestién agraria en México. México: Univ. Nacional Auténoma 
de México, 1959, Pp. 140. 40 pesos 

Duncan, B. anno Hauser, P. M. Housing a metropolis Chicago, Glencoe, The Free 
Press, 1960. Pp. xxii, 278. $7.50 

Kener, FE. El crédito agricola en Chile. Pub. no. 29. Santiago: Inst. Econ. Univ. Chile 
1960. Pp. xv, 135 

Garrney, M. M. Concepts of financial maturity of timber and other assets A. FE. info. ser 
no. 62, Raleigh: Dept. of Agric. Econ., North Carolina State College, 1960. Pp. vii, 10 

Havreorne, G. V. Labor in Canadian agriculture. Cambridge: Harva iv, Pre for 
Harvard Grad. School of Pub. Admin., 1960, Pp. 122 

Herrinparr, O. C. Three studies in minerals economics. Washington vurces for the 
Future, 1961. Pp. iv, 63. $1 

Hunt, K. FE. ann Cyark, K. R. The state of British agriculture. 1959-6 ' Oxford 
Univ. Agric. Econ” Research Inst., 1960, Pp. 150, 18s 

Ise, J. Our national park policy —a critical history. Baltimore: Johns Hopkins Press, for 
Resources for the Future, 1961. Pp. xiii, 701, $19 

Kons, R. L. Marketing of agricultural products. 2nd ed. New York: Macmillan, 1961 
Pp. xiv, 424. $7.50 

Lovejoy, W. F. anv Pixt, L. J., ed. Essays on petroleum conservation regulation. Papers 
delivered at a seminar in industrial organization and public regulation, Dalla Dept. of 
Econ., Southern Methodist Univ., 1960. Pp. 114. $1.50 

MacDonatp, A. V. Hacia una nueva politica petrolera,. México: Promocién, 1959. Pp 
15 pesos 

Moreno SAnciez, M. anv otners. Politica ejidal. México: Univ, Nacional Auténoma 
México, Escuela Nacional de Ciencias Pol. y Soc., 1960. Pp. 186, 25 pesos 

Morcan, W. Survey of capital and credit in agricultural cooperative societ 
tritain. Oxford, Eng.: Blackwell, 1960. Pp. xii, 143. 15s 

O'Connor, W. Stocks, wheat and Pharaohs. New York: Wener Books Co 
£5.; paper, $4.50 
The purpose here is to lay bare certain evidence suggesting the existence of a very subtle 
and curious pattern in the trends followed by commodity price movements in America.’ 


Orson, P. G. Job mobility and migration in a high income rural communit tesearch 


bull. no. 708. Lafayette: Purdue Univ. Agric. Experiment Station, 1 

Orive Arpa, A. La politica de irrigacién en México: Historia, realizaciones resultados 
urricolas, econémicos, sociales. Perspectivas. México: Fondo de Cultura Econémica, 1960 
Pp. 282. 60 pesos ; 

Ropwin, L. Housing and economic progress—a study of the housing experiences of 
toston’s middle-income families. Cambridge: Harvard Univ. Press & The Technology 
Press, 1961. Pp. x, 228. $7.50 

Rosenserc, N. Economic planning in the British building industry 1945-49. Philadelphia 
Univ. of Pennsylvania Press, 1960. Pp. 159. $5 

Saan, G. Motorisation de l’agriculture et développement agricole au Proche-Orient. Pari 
S.E.D.F.LS 


504 THE AMERICAN ECONOMIC REVIEW 


Santa Cruz, H. La funcién de la FAO en el bienestar rural. Rome: FAO, 1959. Pp. 188 

SirvaA Herzoc, J. El agrarismo mexicano y la reforma agraria—exposicién y critica 
México: Fondo de Cultura Econ., 1959. Pp. 602. 40 pesos 

Toscnt, U. Geografia economica. (Economic geography.) Turin: UTET, 1959. Pp. 862 

von Monroy, J. A. Die ékonomischen Aspekte der Weltforstwirtschaft, Kieler Vortriige, 
N.F. 16. Kiel: Inst. f, Weltwirtschaft, Univ. Kiel, 1960. Pp. 22 

Vares, P. L. Food, land and manpower in Western Europe. New York: St. Martin's Press; 
London: Macmillan, 1960, Pp. xiii, 294, $7 

Economia espacial jornadas, (Spatial economic meeting, December 17 and 18, 1959, La 
Plata University.) La Plata, Argentina: Univ. Nacional de La Plata, 1959, Pp. 92 

Land ownership and resources. A course of lectures given at Cambridge in June 1958 
Cambridge: Dept. of Estate Management, Univ. of Cambridge, 1960, Pp. 136. 15s 

Large-scale ground-water development. New York: UN Water Resources Develop. Centre, 
1960. Pp. vi, 84. $1.25 

Modern land policy: papers of the Land Economics Institute. Urbana: Univ. of Illinois 
Press, 1960, Pp. x, 449. $8.50 

Reports of study committees to President-elect John F, Kennedy, Washington: U.S. Dept 
of Agriculture, 1961 


Subdivision de la propiedad agricola en una regidn de la zona central de Chile. Santiago, 
Chile: Inst. de Econ., Univ. de Chile, 1960. Pp. viii, 36 


Labor Economics 


Bapneau, A. Les conseils ouvriers en Pelogne. Cahiers de Fondation Nat. des. Sci. Pol. no 
100. Paris: A. Colin, 1960, Pp. xiv, 309. NF 18 

Berxowrrz, M. Workmen's compensation—the New Jersey experience. New Brunswick 
Rutgers Univ. Press, 1960. Pp. xiii, 298. $6 

Bowen, W. G. Wage behavior in the postwar period—an empirical analysis. Princeton: 
Indus. Rel. Sec., Dept. of Econ., Princeton Univ., 1960. Pp. xiii, 137. $3 

Cresrt, D. Les salaries belges. Faits et théories. Paris: A. Colin, 1960. Pp. 255. NF 16 

Herrero, A, anp Jorquin, J. Muestreo de trabajo. Bilbao: Patronato de Univ. de Deusto, 
1959, Pp. 148 

Kaurman, J. J. ano Gotatz, H, J. Chronic unemployment in Pennsylvania. University 
Park : Pennsylvania State Univ., Bur. of Bus. Research, 1960, Pp.-115 

Merzier, W. H. anv Sarcent, F. O, Migratory farmworkers in the midcontinent streams 
Washington: Supt. Docs., 1960. Pp. 62 

Meyers, F. European coal mining unions: structure and function, Monogr. no. 7. Los 
Angeles: Inst. of Indus, Rel., Univ. of Calif., 1961. Pp. 161. $2.75, 

Mitcnett, O. State child-labor standards: a state-by-state summary of laws affecting the 
employment of minors under 18 years of age. Washington: Dept. of Lab., Bur. of Lab 
Standards, 1960, Pp. 210 

Nevure.p, M. F. Italy: school for awakening countries—the Italian labor movement in its 
political, social, and economic setting from 1800 to 1960. Ithaca: New York State 
School of Indus. and Lab. Relations, Cornell Univ., 1961. Pp. viii, 589. $9 


Perro, S. The Kohler strike—union violence and administrative law. Chicago: Regnery, 
1961. Pp. 118. $3 


Rers, A. Real wages in manufacturing 1890-1914. Gen. ser. no. 70 


Princeton: Princeton 
Univ. Press for Nat. Bur. of Econ. Research, 1961. Pp. xvi, 163. 


Srranp, K. T. Jurisdictional disputes in construction: the causes, the Joint Board and 
the NLRB. Econ. and bus. stud. bull. no. 35. Pullman: Bur. Econ. and Bus. Research. 
Washington State Univ., 1961, Pp. 197 


Wownperticu, F. Farm labor in Germany 1810-1945—its historical de velopment within the 


TITLES OF NEW BOOKS 505 


framework of agricultural and social policy. Princeton: 
Pp. xv, 390. $8.50. 


Arbeitszeit und Produktivitit. Untersuchungsergebnisse wissenschaftlicher Forschungs- 
institute. Vol. 1, Branchen- und betriebswirtschaftliche Untersuchungen durchgefiihrt 
vom Ifo-Institut fiir wirtschaftsforschung, Miinchen. Pt. B, Ergebnisse der betriebs- 


wirtschaftlichen Untersuchungen im ersten Halbjahr 1958. Brelin: Duncker & Humblot, 
1960. DM 11.80. 


Collective bargaining in the basic steel industry—a study of the public interest and the 


role of government. Prepared by U.S. Dept. of Labor. Washington: Supt. Docs., 1961. 
Pp. ix, 317. $1.25. 


Princeton Univ. Press, 1961. 


The economic situation of Negroes in the United States. Washington: Bur. Labor Stat., 
1960. Pp. 41. 


Employment and retirement of older workers: recommendations and report of the Gov 
ernor’s Commission on the Employment and Retirement Problems of Older Workers 
Sacramento: Calif. State Printing Office, 1960. Pp. 144 


Federal programs of assistance to labor surplus areas—a report. Compiled in: Office of 
Area Development, Business and Defense Services Administration, Dept. of Commerce, 


Interdepartmental Committee to Coordinate Federal Urban Area Assistance Programs 
Washington: Supt. Docs., 1960. Pp. 43. 


Guide to state employment statistics: employment, hours and earnings 


Washington : 
Supt. Docs., 1960. Pp. 71. 


Impact of automation: a collection of 20 articles about technological change, from 
the Monthly Labor Review. 87th Cong., 1st sess., U.S. Bur. of Lab. Stat. Washington: 
Supt. Docs., 1960, Pp. 114. 


Labour survey of North Africa. Stud. and reports n. s. no. 60. Geneva 


Internat. Labour 
Office, 1960. Pp. xiii, 473. $4. 


Migratory labor. Hearings before the Subcommittee on Migratory Labor, of the Senate 
Committee on Labor and Public Welfare. 86th Cong., 2nd sess., Homestead and Clewis 


ton, Fla., Fresno and Sacramento, Calif., May 12-18 and July 8-11, 1960. Washington 
Supt. Docs., 1961. Pp. 690 


Selected translations on Soviet and satellite labor. Washington: Joint Pub 


Research 
Svce., 1961. Pp. 189 


Temporary unemployment compensation and aid to dependent children of unemployed 
parents. Hearings before the House Committee on Ways and Means, 87th Cong., Ist 
sess., Feb, 15-17, 1961. Washington: Supt. Docs., 1961. Pp. 423. 


Training and utilization of manpower resources. Hearings before the Subcommittee on 
Employment and Manpower of the Senate Committee on Labor and Public Welfare, 
86th Cong., 2nd sess. Washington: Supt. Docs., 1961. Pp. 167. 


Summary of proceedings of Employment Security Conference of University Consultants, 


Adult Education Division, Syracuse University, Syracuse, N.Y. Oct. 20-22, 1960. Washing- 
ton: Bur. Employment Security, U.S. Dept. of Labor, 1961. Pp. 23 


Population; Welfare Programs; Consumer Economics 

pe Bre, P. Budgets familiaux en Belgique 1957-19583—modes de vie dans trois milieux 
socio-professionnels. Louvain and Paris: Nauwelaerts, 1960. Pp. 434. Bfr. 350. 

Erzenca, W. Demographic factors and savings, Contrib. to econ. analysis, 22. Amsterdam: 
North-Holland Pub. Co., 1961. Pp. x, 107. $2.75. 

Frienp, I.-anp Jones, R. Proceedings of The Conference on Consumption and Saving. 
Vol. 1 and 2. Philadelphia: Wharton School of Finance and Commerce, Univ. of 
Pennsylvania, 1960. Pp. xxiv, 480. 


These volumes contain papers, comments and rejoinders presented at the conference 
at the Wharton School, March 30 and 31, 1959. 


506 THE AMERICAN ECONOMIC REVIEW 


Gemmutt, P. F. Britain’s search for health: the first decade of the National Health 
Service. Philadelphia: Univ. of Pennsylvania Press, 1960. Pp. 171. $5 

Gunzeerc, B. anv Rocatz, R. Planning for better hospital care—-report on the hospitals 
and health agencies of the Federation of Jewish Philanthropies of New York. New 
York: King’s Crown Press, 1961. Pp. xix, 131. $5. 

Hopkins, W. S., ed. Aging in the state of Washington: a report by the Governor's Coun 
cil on Aging. Seattle: Univ. of Washington Press, 1961. Pp. viii, 391. $6. 

Lovo, G. La poblacién de México—estado actual y tendencias 1960-1980, México: Edit. 
Lagos, 1960, Pp. 104. 30 pesos 

Mortara, G. Economia delle popolazioni. (Economics of population.) Turin: UTET, 
1960. Pp. 514. 

Ricwarpson, J. H. Economic and financial aspects of social security—an international 
survey. London: Allen & Unwin, 1960, Pp. 270. 30s 

Witson, W. H. Consumer economic problems. 6th ed. Cincinnati: South-Western Pub 
Co., 1961. Pp. 682 

Budgets des Francais en 1956—dépenses et niveaux de vie. Paris: Dunod, 1960. Pp 
234. NF 28 

1960 census of population: alphabetical index of occupations and industries. Rev. ed 
Washington: Bur. of the Census, 1960. Pp. 649, 

Health care for California—a report of the Governor's Committee on Medical Aid and 
Health. Berkeley : State of Calif., Dept. Public Health. Pp. v, 102 

Roma: popolazione e territorio dal 1860 al 1960—con la distribuzione territoriale dei 
risultati dei censimenti. Rome: Ufficio de Stat. e Censimento, 1960. Pp. viii, 432. L 


5000 


Related Disciplines 


AsHrorp, D. E. Political change in Morocco. Princeton Oriental stud. soc. sci., 3. Prince 
ton: Princeton Univ. Press, 1961, Pp. xi, 432. $8.50 

Cievetanno, H., ed. The promise of world tensions. New York: Macmillan, 1961. Pp 
xvii, 157. $3.50 

Ferraton, H. Syndicalisme ouvrier et social-démocratie en Norvége. Paris: A. Colin, 
1960. Pp. 206. NF 13 

Fiercner, R. H. Free grass to fences—the Montana cattle range story. New York: Univ 
Pub. Inc., for Historical Society of Montana, 1960. Pp. xii, 233. $12. 

Herrine, P., Mosery, P. E., Hrren, C. J. anv Research for public policy—-Brook 
ings dedication lectures. Washington: Brookings Inst., 1961. Pp. ix, 126. $1.50 

Hovces, H. G. Procurement—the modern science of purchasing. New York: Harper, 
1961, Pp. x, 405. $7.50 

Kariet, H. S. The decline of American pluralism, Stanford: Stanford Univ. Press, 1961 
Pp x, 339, $6.75 

Martin, R. F. The aging American veteran and the national economy. Washington 
Veterans Administration, 1960. Pp. vi, 64 

Patomno, S. Fisica economica. (Economic physics.) Naples: Giannini, 1959. Pp. xxxi, 
563 

Porter, C. O. ann ALEXANDER, R. J. The struggle for democracy in Latin America. New 
York; Macmillan, 1961. Pp. 215. $4.50 

Scumeckesier, L. F. anv Eastin, R. B. Government publications and their use Rev. ed 
Washington: Brookings Inst., 1961. Pp. xi, 476. $6 

Scuusert, G. The public interest—a critique of the theory of a political concept. Glen 
coe, Ull.: Free Press, 1960. Pp. x, 244. $5 

Sentor, C. Strangers—then neighbors: from pilgrims to Puerto Ricans. New York 

Freedom Books, 1961. Pp. vii, 86. 95 ¢ 


TITLES OF NEW BOOKS 507 


SoLomon, H., ed. Mathematical thinking in the measurement of behavior: small groups, 
utility, factor analysis. Glencoe, Ill.: Free Press, 1960. Pp. 314. $7.50 
Three contributions of volume are: Pt. 1, The mathematical study of small groups, 

by J. S. Coleman; Pt. 2, Survey of Bernoullian utility theory, by E. W. Adams; Pt. 3, 

A survey of mathematical models in factor analysis, by H. Solomon 

Von Bertatanrry, L. ano Rapovort, A., ed. General systems—yearbook of the Society 
for General Systems Research, vol. 5. Ann Arbor: Soc. Gen. Systems Research, 1960 
Pp. xix, 235. $7.50 

Wuitnan, D. R. A history of the United States Weather Bureau. Urbana: Univ. of Il 
Press, 1961. Pp. ix, 267. $6 

The influences of social, scientific, and economic trends on government administration 
The William A. Jump-I. Thomas McKillop Memorial Lectures in Public Administration 
1960. Washington: Grad. School, U.S. Dept. of Agric., 1960. Pp. v, 74. $1.50 

Social Science Research Council annual report 1959-1960. New York: Soc. Sci, Research 
Council, 1961. Pp. 102 


PERIODICALS 


General Economics; Methodology 

ByOrx, L. En sovjetekonom om stockholmsskolan. (A Soviet economist on “the Stock 
holm school.”) Ekon. Tids., Dec. 1960, pp. 233-49. 

Cotrety, E. Derecho econémico, El Trimestre Econ., Jan.-Mar. 1961, pp. 25-51. 

pt Fenizto, F. L’economista come mediatore fra opposte premesse di valore. Giorn. d 
Econ., Sept.-Oct. 1960, pp. 583-602. 

Hatter, A. N. ano Jacx, H. H. Toward a philosophy of science for agricultural eco 
nomic research. Jour. Farm Econ., Feb. 1961, pp. 83-95. 

Hecut, W. Die Problematik des “Kampfes” zwischen Staat und Wirtschaft. Schmollers 
Jahrb., 1960, 80 (6), pp. 81-97. 

Hicks, J. R. Linear theory. Econ. Jour., Dec. 1960, pp. 671-709 

Knicut, F. H. Methodology in economics—part I. So. Econ. Jour., Jan. 1961, pp 
185-93, 

Macuiup, F. Are the social sciences really inferior? So. Econ. Jour., Jan. 1961, pp 
173-84 

Operational concepts and mental constructs in model and theory formation 

Giorn. d. Econ., Sept.-Oct. 1960, pp. 553-82. 

Mickwitz, G. Kritik av kritik i nationalekonomien. Ekon. Samfundets Tids., 1960, 
13 (4), pp. 226-38 

Nutamo, O. E. anp Putirarnen, K. Taloudellinen malli. (With English summary.) 
Kansantaloudellinen Aikakauskirja, 1960, 4, pp, 392-419. 


Price and Allocation Theory; Income and Employment Theory; Related 
Empirical Studies; History of Economic Thought 


Apetman, I. Business cycles—endogenous or stochastic? Econ. Jour., Dec. 1960, pp 
783-96 


Arrow, K. J. anp Hurwicz, L. Competitive stability under weak gross substitutability : 
the “Euclidean distance” approach. Internat. Econ. Rev., Jan. 1960, pp. 38-49. 

Auten, J. H. Counter-speculation and the forward exchange market. Jour. Pol. Econ., 
Feb, 1961, pp. 49-55, 

Bear, D. V. T. The relationship of saving to the rate of interest, real income, and 
expected future prices. Rev. Econ. Stat., Feb. 1961, pp. 27-36. 


Bompacn, G. Kreislauftheorie und volkswirtschaftliche Gesamtrechnung (Fortsetzung) 
Jahrb. f. Sozialwissensch., 1960, 11 (3), pp. 331-50. 


Boot, J. C. G. anp pe Wit, G. M. Investment demand: an empirical contribution to the 
aggregation problem. Internat. Econ. Rev., Jan. 1960, pp. 3-30. 


Brooxs, R. C., Jr. Volume discounts as barriers to entry and access. Jour. Pol. Econ., 
Feb. 1961, pp. 63-69. 


Brown, V. H. Rate of return: some comments on its applicability in capital budgeting 
Accounting Rev., Jan. 1961, pp. 50-62. 


Bucuanan, J. M. Positive economics, welfare economics, and political economy. Jour 
Law and Econ., Oct. 1959, pp. 124-38 


Caraprest, G. Some thoughts on risk distribution and the law of torts. Yale Law Jour., 
March 1961, pp. 499-553. 


Cameron, B. The anatomy of high employment. Econ. Record, Dec. 1960, pp. 542-49. 


PERIODICALS 509 


Cuerusino, S. Concorrenza, evoluzione, sviluppo e programmazione quadratica in 
economia astratta. (With English summary.) L’industria, 1960, 4, pp. 447-71. 

Conen, J. Sector investment and the availability of finance. So. Econ. Jour., Jan. 1961, 
pp. 220-29. 

Davis, H. B. The unproductive notion of “productive labor.” Sci. and Soc., Winter 
1961, pp. 20-25. 

vE Jonc, A. M. Walter Bagehot 1826-1877. De Economist, Jan.-Feb. 1961, pp. 1-52. 


Det Viscovo, M. La funzione del trasporto nell’economia dello spazio. Riv. di Pol. Econ., 
Dec. 1960, pp. 2262-93. 


Dennison, S. R. The British Restrictive Trade Practices Act. of 1956. Jour. Law and 
Econ., Oct. 1959, pp. 64-83. 


Devine, C. T. Boundaries and potentials of reporting on profit-volume relationships. 
N.A.A. Bull., Jan. 1961, sec. 1, pp. 5-14. 


Dow, L. A. Institutionalism and contemporary price theory. Am. Jour. Econ. Soc., Jan. 
1960, pp. 181-94. 


DvESENBERRY, J. S., Ecxstrern, O. AND Fromm, G. A simulation of the United States 
economy in recession. Econometrica, Oct. 1960, pp. 749-809. 


Eartey, J. S. Business budgeting and the theory of the firm. Jour. Indus. Econ., Nov. 
1960, pp. 23-42. 


Fercuson, C. E. Learning, expectations, and the cobweb model. Zeitschr. f. Nationalékon., 
1960, 20 (3-4), pp. 297-315. 


—, The relationship of business size to stability: an empirical approach. Jour. Indus. 

Econ., Nov. 1960, pp. 43-62. 

ForsytH, F. G. The relationship between family size and family expenditure. Jour. 
Royal Stat. Soc., 1960, 123 (4), pp. 367-97. 

HAuisten, B. Produktionsplanering med linjar programmering. (Production planning 
with linear programming.) Ekon, Tids., Dec. 1960, 270-95. 

Hertesower, R. B. Stability in oligopoly. Man. School Econ. Soc. Stud., Jan. 1961, 
pp. 79-94. 

Herrick, J. C. Mathematical models in capital budgeting. Harvard Bus. Rev., Jan.- 
Feb. 1961, pp. 49-64. 


HisutvAMa, I, The tableau économique of Quesnay. Kyoto Univ. Econ. Rev., Apr. 
1960, pp. 1-46. 


Hower, M. Competition and the multiplication of products. Yorkshire Bull. Econ. Soc. 
Research, Nov. 1960, pp. 57-72. 


Iwanpv, T. Models of capital accumulation and economic instability. Rev. Econ. Stat., 
Feb, 1961, pp. 51-58. 


Lance, O. Marxismen og den borgelige gkonomi. Statsgkon. Tids., Dec. 1960, pp. 257-80. 

Le Breton, P. P. A vital step toward the development of a theory of choice. Univ. 
Wash. Bus. Rev., Feb. 1961, pp. 26-52. 

Maccuioro, A. Divisione del lavoro e rivoluzione dell’industria in Marx. Annali, 1, 1960, 
pp. 291-321. 

Manpvetprot, B. The Pareto-Lévy law and the distribution of income. Internat. Econ. 
Rev., May 1960, pp. 79-106. 


MarcuHat, J. Les propensions 4 consommer et 4 épargner et la comptabilité nationale 
francaise. Rev. Econ., Jan. 1961, pp. 1-25. 


Merrett, A. AND Sykes, A. Calculating the rate of return on capital projects. Jour. 
Indus. Econ., Nov. 1960, pp. 98-115. 


Mietu, W. Personelle Einkommensverteilung und fallende Angebotskurven. Jahrb. f. 
Sozialwissensch., 1960, 11 (3), pp. 270-97. 


MisHaNn, E. J. Theories of consumer’s behavior: a cynical view, Economica, Feb. 1961, 
pp. 1-11. 


510 THE AMERICAN ECONOMIC REVIEW 


Mortsnmma, M. Tuompson, G. L. Balanced growth of firms in a competitive 
situation with external economies. Internat, Econ. Rev., May 1960, pp. 129-42. 

Muwnotak, Y. Empirical production function free of management bias. Jour. Farm Econ., 
Feb. 1961, pp. 44-56. 

Naovi, K. A. Schematic presentation of accumulation in Marx. Indian Econ. Rev., Feb. 
1960, pp. 13-22. 

Netson, R. R. Uncertainty, prediction, and competitive equilibrium. Quart. Jour. Econ., 
Feb. 1961, pp. 41-62. 

Nemcuinov, V. Some theoretical questions of inter-branch and inter-regional balances of 
production and distribution of output. Prob. Econ., Dec. 1960, pp. 8-16. 

Nevite, J. W. The stability of warranted growth. Econ. Record, Dec. 1960, pp. 479-90 

Newman, P. Approaches to stability analysis. Economica, Feb. 1961, pp. 12-29. 

Nrxaipé, H. ann Uzawa, H. Stability and non-negativity in a Walrasian Tatonnement 
process. Internat. Econ, Rev., Jan. 1960, pp. 50-59. 


Patomsa, G. Analisi del linguaggio e teoria del monopolio. Rassegna Econ., Sept.-Dec 
1960, pp. 480-96. 


PANCHAMUKHI, V. R. A note on the “Theory of Games” in its application to problems 
in economic analysis. Asian Econ. Rev., Nov. 1960, pp. 33-45. 


Perez LeNero, J. Concepto y valoracion del trabajo en la historia de las doctrinas 
econémicas. Moneda y Crédito, Sept. 1960, pp. 39-54. 


Petit, T. A. The influence of advertising on consumer choice. Univ. Wash. Bus. Rev., 
Feb. 1961, pp. 17-25. 

Puetpes Brown, E. H. ann Browne, M. H. Distribution and productivity under infla- 
tion, 1947-57. Econ. Jour., Dec. 1960, pp. 725-56. 

Puitprook, C. E. Fitted money and the collective bargaining ideal. So. Econ. Jour., Jan 
1961, pp. 209-19. 

Pitcurorp, J. D. Growth and the elasticity of factor substitution. Econ. Record, Dec 
1960, pp. 491-S04. 

Qayum, A. Theory of income generation and economic growth. Econ. Jour., Dec. 1960, 
pp. 808-15. 

Rees, A. Do unions cause inflation? Jour. Law and Econ., Oct. 1959, pp. 84-94. 

Rosenserc, N. Some institutional aspects of the Wealth of Nations. Jour. Pol. Econ, 
Dec. 1960, pp. 557-70. 

Samuets, W. J. The physiocratic theory of property and state. Quart. Jour. Econ., Feb 
1961, pp. 96-111, 

Samvuetson, P. A. The St. Petersburg paradox as a divergent double limit. Internat 
Econ. Rev., Jan. 1960, pp. 31-37. 

Scarr, H. Some examples of global instability of the competitive equilibrium. Internat. 
Econ. Rev., Sept. 1960, pp. 157-72. 

SHaynin, L. B. Proportions of exchange. Econ. Jour., Dec. 1960, pp. 769-82 

Suinkal, Y. On equilibrium growth of capital and labor. Internat. Econ. Rev., May 
1960, pp. 107-11 

Smitu, V. L. Problems in production-investment planning over time. Internat. Econ. 
Rev., Sept. 1960, pp. 198-216. 


St. Semwenrus, H. Werner Sombart und die reine Theorie. Jahrb. f. Sozialwissensch., 
1960, 11 (3), pp. 257-69 


Taxkatera, S. Economics of depreciation financing. Kyoto Univ. Econ. Rev., Apr. 1960, 
pp. 47-73. 


Tresout, C. M. Community income multipliers: a population growth model. Jour. Reg. 
Sci. Spring 1960, pp. 75-84. 


Van Hersrvecen, Cu. Het tabakverbruik in Belgié—Evolutie in het verleden en 


PERIODICALS 511 


vooruitzichten tot 1975. Cahiers Econ. de Bruxelles, Oct. 1960, 8, pp. 527-54. 


VuariweL, R. Le choix d’indifférence dans la pensée du professeur Hicks et sa critique 
Rev. Econ., Jan. 1961, pp. 114-44. 

WeEINTRAUB, S. The Keynesian theory of inflation: the two faces of Janus? Internat. 
Econ, Rev., May 1960, pp. 143-55. 


Wurtete, Z. S. Equilibrium in a uniformly expanding closed Leontief-type system. Rev 
Econ. Stud., Oct. 1960, pp. 23-28. 
The penetrative power of the price system. Three articles by E. E. Lampard, N. W. 


Taylor, J. H. Young, followed by a report of the discussion by J. Rubin. Jour. Econ. 
Hist., Dec. 1960. pp. 617-58 


Economic History; Economic Development; National Economies 
Apter, J. H. Some policy problems in economic development. Econ. Develop. and Cult 
Change, Jan. 1961, pp. 111-19. 


Attais, M. L’expansion économique des pays sous développés dans le cadre d’une 
démocratie libérale. (With English summary.) Riv. Internaz. di Sci. Econ. e Com., 
Nov. 1960, pp. 1017-36. 


Arrincton, L. J. L’economia americana nell’era atomica e dell’automazione. Annali, 1, 
1960, pp. 35-48. 


BACHMANN, H. Die wirtschaftlichen Schwierigkeiten des Wiederaufbaus im Kongo 
Aussenwirtschaft, Dec. 1960, pp. 307-20. 


BERNARD, J. Investissements et stratégie économique en U.R.S.S. Rev. Econ., Jan. 1961, 
pp. 26-57. 


Branp, W. De economische problematiek van de rijke landen. De Economist, Jan.-Feb 
1961, pp. 53-70. 


CasTELLIno, O. Il sistema economico jugoslavo. Riv. di Pol. Econ., Jan. 1961, pp. 3-35. 

CHanp, M. On economic problems of underdeveloped countries with reference to India’s 
Third Five Year Plan. Indian Jour. Econ., July 1959, pp. 45-54. 

Cocuran, T. C. Cultural factors in economic growth. Jour. Econ. Hist., Dec. 1960, 
pp. 515-30. 

Cute, A. H. The relations of missionary activity to economic development. Econ. Develop 
and Cult. Change, Jan. 1961, pp. 120-27. 

Cortés, J. B. The achievement “motive in the Spanish economy between the 13th and 
18th centuries. Econ. Develop. and Cult. Change, Jan. 1961, pp. 144-63. 

pe Carson, L. B. Financement interne et financement externe des pays en voie de 
développement. Rev. Sci. Fin., Jan. 1961, pp. 83-99. 

pe Farreur, R. Le Congo et lactivité économique de la Belgique. Cahiers Econ. de 
Bruxelles, Oct. 1960, 8, pp. 569-640 

Dents, H. L’évolution de la rentabilité moyenne des capitaux aux Etats-Unis depuis le 
début du siécle. Rev. Econ., Jan. 1961, pp. 103-13. 


Durctn, F. A., Jr. The growth of inter-kolkhoz cooperation. Soviet Stud., Oct. 1960, 
pp. 183-89. 


Eacty, R. V. Sir James Steuart and the “aspiration effect.” Economica, Feb. 1961, 
pp. 53-61. 


Eastertin, R. A. Israel’s development : past accomplishments and future problems. Quart. 
Jour. Econ., Feb. 1961, pp. 63-86. 


Epstein, J. Inflacién y estabilizacién en los paises subdesarrollados. E] Trimestre Econ., 
Jan.-Mar. 1961, pp. 10-24. 


Fietze, S. La influencia de la industrializacién sobre la dimensién y la estabilidad del 
ingreso nacional en los paises del ABC (Argentina, Brasil y Chile) 


Rev. de Econ. y 
Estad., 1959, 3 (1, 2, 3, 4), pp. 9-38. 


512 THE AMERICAN ECONOMIC REVIEW 


Furtapo, C. Formacion de capital y desarrollo econdmico. De Economia, 1960, 13 (6), 
pp. 947-72. 

Garcia Reynoso, P. Problemas de integracion industrial latinoamericana. Rev. de Econ. 
y Estad., 1959, 3 (1, 2, 3, 4), pp. 99-117. 

Gerettt, E. Politiche fiscali e commercio estero dei paesi sottosviluppati. II. Giorn. d. 
Econ., Sept.-Oct. 1960, pp. 646-87. 

Gonccriye, G. Hulp aan de onderontwikkelde landen en het te kleine grondbezit der 
boeren, De Economist, Dec. 1960, pp. 817-42. 


Hapserter, G. The state and prospects of the U.S. economy. Lloyds Bank Rev., Jan. 
1961, pp. 15-34, 


Hayexa, P. D. Underdeveloped areas: an economic perspective. Indian Jour. Econ., July 
1959, pp. 15-30, 


Hsia, R. Growth and structural change of Chinese industry. Contemp. China, 1958-1959, 
52-63. 
3, pp. 52 


lorre, Ia., Major changes in the structure of modern industry. Prob. Econ., Jan. 1961, 
pp. 44-51. 

Kuan, N, A. Resources for India’s Third Five Year Plan. Indian Jour. Econ., July 1959, 
pp. 65-72. 

Kuskrnen, A, Kasvu ja suhdannevaihtelu Suomessa vv. 1920-39 ja 1948-58. II. (With 
English summary.) Liiketaloudellinen Aikakauskirja, 1960, 3, pp. 247-75. 

Kein, S. Land problems and economic growth in India and China: another view. 
Malayan Econ. Rev., Oct. 1960, pp. 66-80. 

Kojima, K. Capital accumulation and the course of industrialisation, with special reference 
to Japan. Econ. Jour., Dec. 1960, pp. 757-68. 

KuMaAR Sen. P. Use of the capital-output ratio in economic planning. Indian Econ. Rev., 
Feb. 1960, pp. 23-31, 

Kurrmara, K. K. An endogenous model of cyclical growth. Oxford Econ. Papers, Oct. 
1960, pp. 243-48. 


Lat, B. B. Some factual observations on industrial productivity in the underdeveloped 
economies. Indian Jour. Econ., July 1959, pp. 101-8. 

Littte, I. M. D. The real cost of labor, and the choice between consumption and in- 
vestment. Quart. Jour. Econ., Feb, 1961, pp. 1-15. 

Losato Brime, P. Comercio exterior y desarrollo econdmico en Espaiia. De Economia, 
Oct.-Dec. 1960, pp. 1161-86. 

Maayan, V. S. Some reflections on the classical theory of growth with special reference 
to the problems of the underdeveloped countries. Indian Jour. Econ., July 1959, pp. 31-36. 

Massak1, H. On capital-output ratios by industry of Japan, 1959. Indian Econ. Rev., 
Feb. 1960, pp. 41-53 


MatrHews, R. C. O. Liquidity preference and the multiplier. Economica, Feb. 1961, 
pp. 37-52 
. The rate of interest in growth models. Oxford Econ. Papers, Oct. 1960, pp. 249-68. 
Menta, S. K. A comparative analysis of the industrial structure of the urban labor force 
of Burma and the United States. Econ. Develop. and Cult, Change, Jan. 1961, pp. 164- 
79, 
Mrtone, F. Regional structure of Italian economy. III and IV. Rev. Econ. Conditions in 
Italy, Sept., Nov. 1960, pp. 483-506, 602-29. 


NicHotson, R. J. ano Gupta, S. Output and productivity changes in British manufactur- 


ing industry, 1948-1954, a study from Census of Production data. Royal Stat. Soc., 
1960, 123 (4), pp. 427-59. 


Nutter, G. W. The structure and growth of Soviet industry: a comparison with the 
United States. Jour. Law and Econ., Oct. 1959, pp. 147-74. 


PERIODICALS 513 


Patomsa, G. La teoria dello sviluppo nel quadro dei recenti progressi della scienza 
economica. Riv. di Pol. Econ., Dec. 1960, pp. 2215-28. 

Pauuw, D. S. Some frontiers of empirical research in economic development, Econ. 
Develop. and Cult. Change, Jan. 1961, pp. 180-90, 

Perroux, F. Per un rinnovamento necessario nell’analisi dell'innovazione e dello sviluppo. 
(With English summary.) Riv. Internaz. di Sci, Econ. e Com., Jan. 1961, pp. 1-21. 
Pesex, B. P. An estimate of national income of Czechoslovakia, 1946-53. Internat. Econ. 

Rev., Jan. 1960, pp. 60-77. 

PHetrs Brown, E. H. anp Hopxtns, S. V. Seven centuries of wages and prices: some 
earlier estimates. Economica, Feb. 1961, pp. 30-36. 

Reppaway, W. B. Some observations on the capital-output ratio. (With particular refer- 
ence to India’s Third Five Year Plan.) Indian Econ. Rev., Feb. 1960, pp. 32-40. 

RotrenBERG, S. Economic policy in the poor countries. Jour. Law and Econ., Oct. 1959, 
pp. 139-46. 

Scuatz, S. P. The influence of planning on development: the Nigerian experience. Soc. 
Research, Winter 1960, pp. 451-68. 

Scuwertzer, A. Business power under the Nazi regime. Zeitschr. f. Nationalékon., 1960, 
20 (3-4), pp. 414-42. 

Seton, F. Soviet progress in Western perspective. Soviet Stud., Oct. 1960, pp. 126-44. 

Stone, R. A comparison of the economic structure of regions based on the concept of 
distance. Jour. Reg. Sci., Fall 1960, pp. 1-20. 

TaLtamona, M. Modelli di sviluppo ed esperienza storica sovietica: qualche riflessione 
(With English summary.) L’industria, 1960, 4, pp. 472-95. 

TIAGUNENKO, V. Principal structural changes in the economies of underdeveloped countries 
Prob. Econ., Dec. 1960, pp. 52-64. 

Tyrnt, I. Inflaation vaikutuksesta taloudelliseen kasvuun. (With English summary.) 
Kansantaloudellinen Aikakauskirja, 1960, 4, pp. 420-35. 

Vittarp, H. H. Some comments on “growth.” Am, Econ, Rev., Mar. 1961, pp. 123-25. 

Yian-11, W. The economic challenge of Communist China. Contemp. China, 1958-1959, 
3, pp. 41-51. 

Communication and economic development. Three articles by W. T. Easterbrook, M. Mc- 
Luhan, D. E. Robinson. Jour. Econ. Hist., Dec. 1960, pp. 559-87. 

Economy and economics of the East European countries—development and applicability. 
Two articles by M. Kaser and M. Dobb, introduction by J. Sannes. Stats¢kon. Tids., 
Dec. 1960, pp. 281-312. 

Impact and implications of foreign surplus disposal on underdeveloped economies. Articles 
by T. W. Schultz and S. R. Sen, with discussion by R. O. Olson and L. Witt. Jour. 
Farm Econ., Proceedings, Dec. 1960, pp. 1019-51. 

Review of the economy in 1960. Surv. Curr. Bus., Feb. 1961, pp. 3-32. 

Spacial differentiation and economic growth. Four articles by H. W. Broude, W. Isard, 
K. H. Wolff, A. H. Clark, followed by a report of the discussion by G. S. Gibb, Jour. 
Econ. Hist., Dec. 1960, pp. 588-616. 

Tce.nporal aspects of economic change. Three articles by C. Goodrich, L. E. Davis, 
J. R. T. Hughes, S. Reiter, B. E. Supple, followed by a report of the discussion by 
J. H. Dales. Jour. Econ. Hist., Dec. 1960, pp. 531-58. 


Statistical Methods; Econometrics; Social Accounting 


Berri, L. anp Ermmov, A. Methods of preparing an inter-branch balance. Prob. Econ., 
Dec. 1960, pp. 17-28. 

Brown, T. M. Simultaneous least squares: a distribution free method of equation system 
structure estimation. Internat. Econ. Rev., Sept. 1960, pp. 157-72. 


514 THE AMERICAN ECONOMIC REVIEW 


Conen, K. J. anp Cvert, R. M. Computer models in dynamic economics. Quart. Jour. 
Econ., Feb, 1961, pp. 112-27. 


Detta Porta, G. Programmazione nazionale e programmazione regionale. Riv. di. Pol. 
Econ., Dec. 1960, pp. 2295-311. 

Futier, W. A. anp Martin, J. E. The effects of autocorrelated errors on the statistical 
estimation of distributed lag models. Jour. Farm Econ., Feb. 1961, pp. 71-82. 


GoopMan, L. A, anp Grunretp, Y. Some nonparametric tests for comovements between 
time series. Jour. Am. Stat. Assoc., Mar. 1961, pp. 11-26. 


Ivencar, N. 8. On a method of computing Engel elasticities from concentration curves. 
Econometrica, Oct. 1960, pp. 882-91. 


Jorcenson, D. W. A dual stability theorem. Econometrica, Oct. 1960, pp. 892-99. 


KNESCHAUREK, F,. Modglichkeiten und Grenzen der langfristigen Wirtschaftsprognose. 
Schweiz. Zeitschr. f. Volkswirtschaft und Stat., Dec. 1960, pp. 399-422. 

Panizzon, G. Variazioni della distribuzione del reddito nel tempo. (With English sum- 
mary.) Riv. Internaz. di Sci. Econ. e Com., Jan. 1961, pp. 22-39. 


Ritry, H. E. Some aspects of seasonality in the consumer price index. Jour. Am. Stat. 
Assoc., Mar. 1961, pp. 27-35. 


Uzawa, H. Market mechanisms and mathematical programming. Econometrica, Oct. 1960, 
pp. 872-81. 

Venexamp, P. E. Nieuwe ontwikkelingen in het stelsel der regionale jaarrekeningen. De 
Economist, Nov. 1960, pp. 757-77. 

Yaron, D. anno Heapy, E. O. Approximate and exact solution to non-linear programming 
problem with separable objective function. Jour. Farm Econ., Feb. 1961, pp. 57-70. 


La comptabilité nationale de la Belgique 1948-1959. Cahiers Econ, de Bruxelles, Oct. 
1960, pp. 501-26. 


A symposium on simultaneous equation estimation. Articles by C. F. Christ, C. Hildreth, 
T. C. Liu, L. R. Klein. Econometrica, Oct. 1960, pp. 835-71. 


Economic Systems; Planning and Reform; Cooperation 


Jowansen, L. Liberalistisk gkonomi og plangkonomi. Statsgkon. Tids. Sept. 1960, 
pp. 157-79. 

Kiat, P. J. Economics and manpower planning. Middle East Econ. Papers, 1960, pp. 55 
64. 

Kronrop, Ia, Value as the basis of price under the conditions of a socialist economy 
Prob. Econ., Jan. 1961, pp. 21-36. 

Warp, B, Kantorovich on economic calculation. Jour. Pol. Econ., Dec. 1960, pp. 545-56. 


Symposium on mathematical economics (in planning). Articles by P. Zhelezniak, A. 
Aganbegian and others. Prob. Econ., Nov. 1960, pp. 3-52 


Business Fluctuations 
Bovp, J. A., Jr. 1961: an industrial and stock market forecast for Canada and the 
United States. Fin. Analysts Jour., Jan.-Feb. 1961, pp. 7-12 


Micont, G. Recessions in Italy during the last fifteen years. Rev. Econ. Conditions in 
Italy, Nov. 1960, pp. 579-93 


Vawter, J. End of the post-war bull market? Fin. Analysts Jour., Jan.-Feb. 1961, pp. 17 


Money, Credit and Banking; Monetary Policy Consumer 
Finance; Mortgage Credit 


Arcy, F. Non-banking financial intermediaries and the process of credit creation. Econ 
Record, Dec. 1960, pp. 530-41. 


PERIODICALS 515 


Bacu, G. L. anp Huizenaa, C. J. The differential effects of tight money. Am. Econ. Rev., 
Mar. 1961, pp. 52-80. 

Banfi, R. L’evoluzione del sistema bancario sovietico. I, II. (With English summary.) 
Pol. d. Scambi, Sept.-Oct., Nov.-Dec. 1960, pp. 23-44, 5-28. 

Bornstein, M. The reform and revaluation of the ruble. Am. Econ. Rev., Mar. 1961, 
pp. 117-22. 

BRONFENBRENNER, M. anp Maver, T. Liquidity functions in the American economy. 
Econometrica, Oct. 1960, pp. 810-34. 

BRONFENBRENNER, M. Statistical tests of rival monetary rules. Jour. Pol. Econ., Feb. 1961, 
pp. 1-14 

Crayton, G. La banca central danesa y la politica monetaria de 1945 a 1958. Moneda 
y Crédito, Sept. 1960, pp. 3-18. 

Croteau, J. T. Sources of consumer credit: instalment debt among institutional creditors. 
Jour. Finance, Dec, 1960, pp. 531-45. 


CuLBertson, J. M. Friedman on the lag in effect of monetary policy. Jour. Pol. Econ., 
Dec. 1960, pp. 617-21. 


Detyt’Amore, G. Risparmio e liquidita nel processo di sviluppo economico. (With English 
summary.) Risparmio, Nov. 1960, pp. 1903-26. 

DetitA Porta, G. The Italian banking system. IV, V. Rev. Econ. Conditions in Italy, 
Sept., Nov. 1960, pp. 507-28, 630-46. 

De Mattia, R. Investimenti e risparmio in Germania dalla riforma monetaria alla con- 
vertibilita. Riv. di Pol. Econ., Nov. 1960, pp. 1985-2046. 

Franks, O. Bank advances as an object of policy. Lloyds Bank Rev., Jan. 1961, pp. 1-14 


Gaskin, M. Liquidity and the monetary mechanism. Oxford Econ. Papers, Oct. 1960, 
pp. 274-93, 


Guosu, S. Monetary control in an underdeveloped economy. Econ. Internaz., Nov. 1960, 
pp. 603-13. 


GorepHart, L. J. M. Enige opmerkingen over de economische betekenis van de koop op 
afbetaling. De Economist, Dec. 1960, pp. 843-68. 

Gorvon, H. S. The Bank of Canada in a system of responsible government. Can. Jour 
Econ. Pol. Sci., Feb. 1961, pp. 1-22. 

Hocan, W. P. Monetary policy and the financial intermediaries. Econ. Record, Dec. 1960, 
pp. 517-29. 


KarEKEN, J. H. Some observations on the Radcliffe Report. Jour. Finance, Dec. 1960, 
pp. 481-503 

Kennepy, C. Inflation and the bond rate. Oxford Econ. Papers, Oct. 1960, pp. 269-73 

KinpDAHL, J. K. Economic factors in specie resumption: the United States, 1865-79. Jour 
Pol. Econ., Feb. 1961, pp. 30-48. 

Mrrasewra, G. L’unification monétaire de la Communauté économique européenne. Rev. 
Econ., Nov. 1960, pp. 913-36 

Nusspaumer, A. Der Einfluss des Banksystems auf Geldmenge, Masseneinkommen und 
Zinsbildung. Zeitschr. f. Nationalékon., 1960, 20 (3-4), pp. 316-413 

Parmer, G. F. D. anp Dickman, A. B. The South African money market—-some further 
developments. So. Afr. Jour. Econ., Dec. 1960, pp. 354-69 

Patink1N, D. Financial intermediaries and the logical structure of monetary theory 
(Review article.) Am. Econ. Rev., Mar. 1961, pp. 95-116. 

Rupin, M. Modglichkeiten und Grenzen der Diskontsatzpolitik. Aussenwirtschaft, Dec 
1960, pp. 338-54. 

Savers, R. S. Monetary thought and monetary policy in England. Econ. Jour., Dec. 1960, 
pp. 710-24. 

SCHLESINGER, J. R. Monetary policy and its critics. Jour. Pol. Econ., Dec. 1960, pp. 601- 
16. 


516 THE AMERICAN ECONOMIC REVIEW 


Scrmone, G. La raccolta e l’investimento del piccolo risparmio in Gran Bretagna. (With 
English summary.) Risparmio, Dec. 1960, pp. 2115-42. 


WituiaMs, D. Some aspects of monetary policy in England, 1952-1958. Yorkshire Bull. 
Econ. Soc. Research, Nov. 1960, pp. 96-110. 


Credit and money in 1960. Fed. Res. Bull., Feb. 1961, pp. 129-36. 


Implementation of the 1959 act on reserve requirements. Fed. Res. Bull., Dec. 1960, 
pp. 1326-31. 


A symposium on monetary theory. Articles by W. J. Baumol, F. H. Hahn and others. 
Rev. Econ. Stud., Oct. 1960, pp. 29-56. 


Public Finance; Fiscal Policy 


Amato, A. Sulla incidenza al reddito di una imposta generale sulle vendite. Riv. di Pol. 
Econ., Dec. 1960, pp. 2229-61. 


Arnot, H. W. Control of inflation through fisca) policy: a reappraisal. Econ. Record, Dec 
1960, pp. 505-16 


Avery, H. G. Depreciation vs. inflation. Accounting Rev., Jan. 1961, pp. 71-74. 


Baumot, W. J. Pitfalls in contracyclical policies: some tools and results. Rev. Econ. 
Stat., Feb. 1961, pp. 21-26 

Beckett, J. A. Some facts of federal fiscal life and their importance to thinking Ameri- 
cans. Accounting Rev., Jan. 1961, pp. 36-42. 


Biro, R. M.A national tax on the unimproved value of land: the Australian experience, 
1910-1952, Nat. Tax. Jour., Dec. 1960, pp. 386-92. 


Brown, E. R. How college textbooks treat land value taxation, Am. Jour. Econ. Soc., 
Jan. 1961, pp. 148-68. 


Burns, C. V. Current aspects of percentage depletion allowance. N.A.A. Bull., Jan. 1961, 
sec. 1, pp. 25-32. 


Caritsen, A. E. Public debt operations in British Columbia since 1952. Can. Jour. Econ. 
Pol. Sci., Feb. 1961, pp. 64-71. 


Cosctant1, C. Vecchie e nuove impostazioni della finanza pubblica. Giorn, d. Econ., July 
Aug. 1960, pp. 443-61. 


Denem, R. Le réle des finances publiques dans la croissance économique. Cahiers Econ. 
de Bruxelles, Oct. 1960, pp. 555-68. 

Diamonp, A. H. Interest rates for government lending programs. Nat. Tax Jour., Dec. 
1960, pp. 320-28 

EzenKkwe te, A. The evolution of modern Nigerian finance: the problems and prospects. 
Indian Jour. Econ., July 1959, pp. 37-44 

Ferrara, W. L. Overhead costs and income measurement. Accounting Rev., Jan. 1961, 
pp. 63-70 

Geretu, E. Politiche fiscali e commercio estero dei paesi sottosviluppati. Giorn. d. Econ., 
July-Aug. 1960, pp. 462-503 

Grorcettr, A. La gestione della finanza pubblica nella evoluzione storica del bilancio 
statale. (With English summary.) Risparmio, Oct. 1960, pp. 1751-81. 

Gooner, R. Imputed rent of owner-occupied dwellings under the income tax. Jour. Finance, 
Dec. 1960, pp. 504-30 

New system of direct taxation in Ceylon. Nat. Tax Jour., Dec. 1960, pp. 329-40. 


Groves, H. M. anv Rtew, J. Statistical history of the property tax base in Wisconsin, 
1916-1958. Am. Jour. Econ. Soc., Jan. 1961, pp. 127-47. 


Hicks, U. K. The finance of the city state. Malayan Econ. Rev., Oct. 1960, pp. 1-9. 


Hornoren, C. T. ano Sorter, G. H. “Direct” costing for external reporting. Accounting 
Rev., Jan. 1961, pp. 84-93. 


Krnpant, J. K. Housing and the federal income tax. Nat. Tax Jour., Dec. 1960, pp. 376- 
82 


PERIODICALS 517 


Matual, J. E. Some limitations of deficit spending. Indian Jour. Econ., July 1959, pp. 55- 
64. 

Maxwett, J. A. Recent developments in federal-state financial relations. Nat. Tax Jour., 
Dec. 1960, pp. 310-19. 

Menta, J. K. The dichotomy of fiscal economy and the principle of taxation. (With 
French summary.) Pub. Fin./Fin. Publiques, 1960, 15 (2), pp. 101-12. 

MunpeEtt, R. A. The public diet, corporate income taxes, and the rate of interest. Jour. 
Pol. Econ., Dec. 1960, pp. 622-26. 

Oort, C. J. Een klassiek belastingtheorema in de maalstroom van de welvaartseconomie. 
De Economist, Nov. 1960, pp. 737-56. 

Parke, J. A. Michigan’s value-added tax after seven years. Nat. Tax Jour., Dec. 1960, 
pp. 350-63. 

Peacock, A. T. Les dépenses gouvernementales et la structure du marché. Rev. Sci. Fin., 
Jan. 1961, pp. 32-44. 

Rovuquet LA Garricue, V. La politique économique et financiére en France de 1956 a 
1958. (With English summary.) Pub. Fin./Fin. Publiques, 1960, 15 (2), pp. 130-62. 
SanpstrOM, C. O. The new Swedish scheme for taxation of dividends. Bull. Internat. 

Fiscal Doc., Nov.-Dec. 1960, pp. 332-41. 

Scaitteur, C. L’harmonisation des législations relatives aux taxes sur les affaires dans le 
Marché commun. Vie Econ. et Soc., Jan. 1961, pp. 27-38. 

SCHLESINGER, J. R. A suggested framework for monetary-fiscal analysis. Rev. Econ. Stat., 
Feb. 1961, pp. 44-50. 

ScHMANDT, H. J. anp Stepuens, G. R. Measuring municipal output. Nat. Tax Jour., 
Dec. 1960, pp. 369-75 

Somers, H. M. Reconsideration of the capital gains tax. Nat. Tax Jour., Dec. 1960, 
pp. 289-309, 

Turvey, R. Inflation as a tax in World War II. Jour. Pol. Econ., Feb. 1961, pp. 70-73. 

WeiwrnBauM, M. L. The expenditure of governmental funds in the United States. (With 
French summary.) Pub. Fin./Fin. Publiques, 1960, 15 (2), pp. 115-27. 

—_——. Government spending process and economic activity. Am. Jour. Econ. Soc., Jan. 
1961, pp. 169-80. 

Wituramson, J. G. Public expenditure and revenue: an international comparison. Man. 
School Econ. Soc. Stud., Jan. 1961, pp. 43-56. 

The burden of the public debt: comments by W. Vickrey, T. Scitovsky, J. R. Elliott: 
reply by W. G. Bowen, R. G. Davis and D. H. Kopf. Am. Econ. Rev., Mar. 1961, 
pp. 132-43. 

International Economics 

ABRAHAM, J. P. Conjunctuurpolitiek en Europese economische integratie. (With English 
summary.) Tijdschrift v. Econ., 1960, 5 (4), pp. 433-56. 

Aumap, S. On the international supply of capital goods. Indian Econ. Rev., Feb. 1960, 
pp. 1-12. 

BacHMANN, H. anv BossHarpt, A. Betrachtungen zur Aussenwirtschaftspolitik. Aussen- 
wirtschaft, Dec. 1960, pp. 287-306. 

Baitey, R. Finland between the EFTA and the eastern bloc. Westminster Bank Rev., 
Feb, 1961, pp. 10-18. 

Batassa, B. Towards a theory of economic integration. Kyklos, 1961, 14 (1), pp. 1-17. 

Binswancer, H. C. Vorschlige fiir den “Briickenschlag” EWG-EFTA—eine Ubersicht 
Aussenwirtschaft, Dec. 1960, pp. 321-37. 

Byé, M. Les problémes posés par la Communauté européenne du charbon et de I’acier 
Rev. Econ., Nov. 1960, pp. 833-65. 

Cuenery, H. B. Comparative advantage and development policy. Am. Econ. Rev., Mar 
1961, pp. 18-51. 


518 THE AMERICAN ECONOMIC REVIEW 


CLAIRMONTE, F. F, Foreign investments and economic growth. Indian Jour. Econ., July 
1959, pp. 1-14 

Corven, W. M. The geometric representation of policies to attain internal and external 
balance, Rev. Econ. Stud., Oct. 1960, pp. 1-22 

pe Cresprony A. R. C. ann McKiwnnett, R. T. The nature and significance of economic 
boycott. So. Afr. Jour. Econ., Dec. 1960, pp. 319-36. 

Deutscw, K. W. ano Eckstein, A, National industrialization and the declining share of 
the international economic sector, 1890-1959, World Pol., Jan. 1961, pp. 267-99 

Exstrim, J. World trade or regional trade. Skandinav. Bank. Quart. Rev., Jan. 1961, 
pp. 8-14 

Enke, S. Gains and losses from trade in the short run. Can. Jour. Econ. Pol. Sci., Feb 
1961, pp. 41-54 

Faner, M. Southern Rhodesia alone? A look at the economic consequences. So. Afr 
Jour. Econ., Dec. 1960, pp. 283-302 

Ferrante, M. I lavori del Gatt e la Communita economica europea, Riv. di Pol. Econ., 
Dec. 1960, pp. 2312-32 

Forts, F. Dollaro, oro e bilancia dei pagamenti degli Stati Uniti. (With English sum 
mary.) Riv. Internaz. Sci. Econ. e Com., Dec. 1960, pp. 1106-25 

Fountain, J. ‘Switch currencies’ and other ‘monetary mysteries.’ Fin. Analysts Jour., 
Jan.-Feb. 1961, pp. 37-42 

Genres, F. The effect of price on Europe's exports to the United States. Kyklos, 1961, 
14 (1), pp. 47-62 

Gorpon, L. Economic regionalism reconsidered. World Pol., Jan. 1961, pp. 231-53 

Gorman, W. M. Tariffs and trade in a two-good world. Internat. Econ. Rev., Sept. 1960, 
pp. 223-29 

Haperter, G. Comercio internacional y desarrollo economico. De Economia, Oct.-Dec 
1960, pp. 1087-1126 

Henzier, R. Leistungswettbewerb im Aussenhandel. Liiketaloudellinen Aikakauskirja, 
1960, 3, pp. 231-46 


Horprmann, E. Der volkswirtschaftliche Inhalt der Ausnahmeregelung fiir Exportkartelle 
im “Gesetz gegen Wettbewerbsbeschrinkungen.” Jahrb. f. Sozialwissensch., 1960, // 
(3), pp. 298-330 

Katiskt, S. F. Some recent estimates of ‘the’ elasticity of demand for British exports 
Man, School Econ. Soc. Stud., Jan. 1961, pp. 23-42 

Krause, W. anv Sremnpt, F. G. Gold and the dollar. lowa Bus Digest, Winter 1961, 
pp. 9-31 

Kriz, M. A. Gold in world monetary affairs today. Pol. Sci. Quart., Dec. 1960, pp. 500-18 

Kurimara, K. K. Cost disinflation and export expansion, Kyklos, 1961, 14 (1), pp. 63-72 

Kusuwana, G. S. India’s foreign trade in the context of economic development Indian 
Jour. Econ., July 1959, pp. 109-18 

Lepuc, G. La Communauté économique européene et las pays sous-développés. Rev 
Econ., Nov. 1960, pp. 882-912 

Marzers, A. The effects of industrialization on exports of primary-producing countries 
Kyklos, 1961, 74 (1), pp. 18-46 

Montcomery, A. From a northern customs union to EFTA. Scan. Econ. Hist. Rev., 1960, 
8 (1), pp. 45-70 


Pari, G. U. La politica de la comunidad econémica europea. Rev. de Econ. y Estad., 
1959, 3 (1, 2,3, 4), pp. 39-64 


Perroux, F. L'impresa motrice in una regione e la regione motrice. Rassegna Econ., Sept.- 
Dec 1960, pp. 415-59 
Pt 


Pinper, J. H. M. La Grande-Bretagne a l'égard du Marché commun. Rev. Econ., Nov. 
1960, pp. 955-71 


PERIODICALS 


Rees, G. L. Country size and the terms of trade. Economica, Feb. 1961, pp. 62-65 
Rymatov, V. Economic competition of the two systems and the problem of aid to under 
developed countries. Prob. Econ., Dec. 1960, pp. 43-51 


SPIEGELGLAS, S. Some aspects of state to state commodity flows in the United States. Jour 
Reg, Sci., Fall 1960, pp. 71-80. 

Spucper, N. I risultati dell’embargo strategico al blocco cino-sovietico. (With English 
summary.) Pol, d. Scambi, Sept.-Oct. 1960, pp. 5-22 

Stem, J. L. A theory of interstate differences in the rates of growth of manufacturing 
employment in a free market area. Internat. Econ. Rev., May 1960, pp. 112-28 

SzczePpanik, E. F. Foreign trade of mainland China. Contemp. China, 1958-1959, 3, pp 
64-130. 

Tatemorto, M. Sir Roy F. Harrod on internal and external balance. Internat. Econ. Rev., 
Sept. 1960, pp. 217-22. 

Tuomas, B. International factor movements and unequal rates of growth. Man. School 
Econ. Soc, Stud., Jan. 1961, pp. 1-22. 

Tracy, M. Agriculture and a European economic union. Westminster Bank Rev., Feb 
1961, pp. 19-31. 

Van GrRoNSvELD, J. Enkele aspecten van de Gemeenschappelijke Markt. (With English 
summary.) Tijdschrift v. Econ., 1960, 5 (4), pp. 375-402, 

VAN Siospe, W. J. Enige aspecten van de Gemeenschappelijke landbouwpolitiek van de 
E.E.G, (With English summary.) Tijdschrift v. Econ., 1960, 5 (4), pp. 417-32. 

VerLoren vAN TuHemaat, P. Concurrentieverhoudingen. (With English summary.) Tijd 
schrift v. Econ., 1960, 5 (4), pp. 403-16. 

Yau, L. C. Export taxes on rubber in Malaya—a survey of post-war development. Ma- 
layan Econ. Rev., Oct. 1960, pp. 46-58. 

Expansion of exports supports domestic business. Surv. Curr. Bus., Dec. 1960, pp. 11-20 

Impact and implications of foreign surplus disposal on developed economies and foreign 
competitors. Articles by E. Mortensen and M. Ezekiel, discussion by M. Myers and R 
L. Kristjanson. Jour. Farm Econ., Proceedings, Dec. 1960, pp. 1052-83 


A symposium: Vers un marché mondial, by F. Perroux and others. Econ. Appliquée, 1960, 
13 (2), pp. 155-341 


Business Finance; Investment and Security Markets; Insurance 


BenisHay, H. Variability in earnings-price ratios of corporate equities. Am. Econ. Rev., 
Mar. 1961, pp. 81-94, 


Boumratk, J. F. Jr. The growth stock philosophy. Fin. Analysts Jour., Nov.-Dec. 1960, 
pp. 113-24 

Crarkson, G. P. ann Mettzer, A. H. Portfolio selection: a heuristic approach. Jour. 
Finance, Dec. 1960, pp. 465-80. 

Cow es, A. A revision of previous conclusions regarding stock price behavior. Economet 
rica, Oct. 1960, pp. 909-15 

HocumutH, W. P, anv Bowes, A. S., Jx. Investment companies: performance vs. charges. 
Fin. Analysts Jour., Jan.-Feb. 1961, pp. 43-50. 

Maver, R. W. Analysis of flow of funds through capital market. Fin. Analysts Jour., 
Jan.-Feb. 1961, pp. 71-78. 

Packer, S. B. Why buy bonds? Fin. Analysts Jour., Jan.-Feb. 1961, pp. 23-30 

Rosson, P. Index-linked bonds. Rev. Econ. Stud., Oct. 1960, pp. 57-68 


Rupner, A. The abdication of the Israeli pound as a standard of measurement for 
medium and long-term contracts. Rev. Econ. Stud., Oct. 1960, pp. 69-75. 


Serrano SAncHeEz, J. M. I. El anélisis de actividades en el campo financiero. Rev. de 
Econ. Pol., Sept.-Dec. 1959, pp. 901-68. 


0 PHE AMERICAN ECONOMIC REVIEW 


VacedA, S. Evoluzione nelle techniche di emissione delle obbligazioni. (With English sum 
mary.) Risparmio, Nov, 1960, pp, 1927-92 


Weston, J. F. A not-so-new cra in the stock market. Fin, Analysts Jour., Nov.-De« 
1900, pp. 87-66 


Capital markets in 1960. Fed. Res, Bull,, Dec. 1960, pp, 1319-25 


Small business financing: corporate manufacturers, Fed, Res, Bull., Jan. 1961, pp. 8-22 


Business Organization; Managerial Economics; Marketing; Accounting 


Bennion, EF. G. Econometrics for management, Harvard Bus, Rev., Mar.-Apr, 1961, pp 
100-12 


Conmen, S, B. Location research programming for voluntary food chains, Econ, Geog, 
Jan, 1961, pp, 1-11 


Demy, R. C. A glance backward at research in accounting. Accounting Rev., Jan, 1961, 
pp. 1-8 


Hiertepowrr, R. B, Observations on decentralization in large enterprises. Jour, Indus 
Econ,, Nov, 1960, pp, 7-22 


R, K, Improving B-E analysis by linear programming technique, N.A.A, Bull., 
Mar. 1961, sec, 1, pp. 5-12 


Lu, J. ¥. Optimum supermarket check-out facilities: an application of queuing theory 
Jour. Farm Econ,, Feb, 1961, pp, 27-43. 


G, Problems in divisional profit measurement, N.A.A_ Bull. Mar. 1961, 
Sec. 1, pp. 33-43 


Industrial Organization; Government and Business; Industry Studies 


man, A, Steel, administered prices and inflation. Quart. Jour. Econ., Feb, 1961, 
pp. 16-40 


Box, D. C. Section 7 of the Clayton Act and the merging of law and economics. Harvard 
Law Rev., Dec. 1960, pp. 226-355 


Bonner, J. Administrative overheads in British manufacturing. Man. School Econ. Sox 
Stud., Jan. 1961, pp. 57-78 


Bos, H. C., anp Koyex, L. M. The appraisal of road construction projects: a practical 
example. Rev, Econ, Stat., Feb, 1961, pp. 13-20 

Dennison, S. R, Restrictive practices and the Act of 1956. Lloyds Bank Rev., Jan. 1961, 
pp. 35-52 

Georer, K. D. The economics of nuclear and conventional coal-fired stations in the 
United Kingdom. Oxford Econ. Papers, Oct. 1960, pp. 294-309 


Hares, M. Industrie chimique, carbo ou pétro-chimie? Annales de Sci. Econ 


Appliquées, 
Oct 1900, pp 169-505 


Haute, G. E. ann Hare, R. D. Competition or control, IV: air carriers. Univ, Penn. Law 
Rev., Jan. 1961, pp. 311-60 


Haut, A. R. ann Hitt, M. R. Housing demand in Australia, 1959-74 


Econ. Record, Dec 
1960 pp. § 0-67 


Henerton, W. B. Electric utility regulation, Fin. Analysts Jour., Jan.-Feb. 1961, pp. 61 
70 

Kintner, E. W. Developments under the antimerger act and other aspects of the Federal 
Trade Commission's antitrust program. Antitrust Bull., July-Aug. 1960, pp. 387-94. 

Krencet, R. Soviet, American and West German basic industries: a comparison. Soviet 
Stud., Oct. 1960, pp. 113-25 


Lanstnc, J. B., Liv, J., Surrs, D. B. An analysis of interurban air travel. Quart. Jour. 
Econ., Feb. 1961, pp. 87-95 


Loventimn, J. T. Developments under the Robinson-Patman Act. Antitrust Bull. July- 
Aug. 1960, pp. 419-35 
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Moorneav, T. B, Meeting “an equally low price of a competitor’: a plea for judicial 
clarification of a judicial construction. Antitrust Bull, July-Aug. 1960, pp. 439-43 
NeuMever, F, Krisen und Umbruchszeiten in der Entwicklung des europiiischen Patent- 

wesens, Wirtschaft und Recht, 1960, 72 (4), pp. 252-66. 
+, Patent und Beschriinkung des Wettbewerbes. Wirtschaft und Recht, 1960, 12 (4), 
pp. 240-51, 
Parris, H. Adaptation to technical change in the paper-making industry: the paper-mill 
at Richmond, Yorkshire, 1823-1846. Yorkshire Bull. Econ, Soc. Research, Nov, 1960, 
pp. 84-89. 


Ponsonsy, G. J. Earnings on railway capital. Econ, Jour., Dec. 1960, pp. 797-807. 
Pitz, T. Die ordnungspolitische Problematik der Interessenverbiinde. Jahrb. f. Sozial 
wissensch., 1960, 11 (3), pp. 245-56. 


Quanpt, R, E. Models of transportation and optimal network construction. Jour. Reg 
Sci., Spring 1960, pp. 27-46 
Reycrart, G. D. Recent developments under the Sherman Act and Clayton Act and other 


aspects of the program of the Antitrust Division. Antitrust Bull., July-Aug. 1960, pp 
395-418 


von Biventer, E. Transportprobleme. Programmierungslésungen nach der Methode der 


reduzierten Matrizen im Vergleich zum Resultat des Marktmechanismus 


Schweiz 
Zeitschr. f. Volkswirtschaft und Stat., Dec. 1960, pp. 423-42 


The economics of roads, Eight articles by D. L. Munby, M. E. Paul, D. J. Reynolds and 
others. Bull. Oxford Univ. Inst. Stat., Nov. 1960, pp. 271-393 


Land Economics; Agricultural Economics; Economic Geography; Housing 
Atexsrev, M. A 


Price fixing for some species of farm products. Prob. Econ., Jan. 1961, 
pp. 11-14 


Bennett, D. C. The basic food crops of Java and Madura. Econ. Geog., Jan. 1961, 
pp. 75-87. 


Branot, K. Guidelines for a constructive revision of agricultural policy in the coming 
decade. Jour, Farm Econ., Feb. 1961, pp. 1-12 


Crist, R. FE. Land for the fellahin: land tenure and land use in the Near East. XIII 
Am. Jour. Econ, Soc., Jan, 1961, pp. 115-26. 


Duncan, B. anp Duncan, O. D. The measurement of intra-city locational and residential 
patterns. Jour. Reg. Sci., Fall 1960, pp. 37-54, 


Durdn, M. A. Condiciones y perspectivas de la agricultura mexicana, FE) Trimestre Econ., 
Jan.-Mar. 1961, pp. 52-79. 


Ferro, O. L’agricoltura nelle economie arretrate sovrapopolate e nel processo di sviluppo 
economico. (With English summary.) Risparmio, Oct. 1960, pp. 1713-50 


Greve, W. J. The changing farm scene and the agricultural equipment market. Fin. Ana- 
lysts Jour., Nov.-Dec. 1960, pp. 23-30 


Heavy, FE. O. ano Pesex, J. Expansion paths for some production functions. Economet- 
rica, Oct. 1960, pp. 900-8 


Hersert, J. D. anv Srevens, B. H. A model for the distribution of residential activity 
in urban areas. Jour. Reg. Sci., Fall 1960, pp. 21-36. 


Hirscu, E. L’énergie nucléaire et l'Europe. Rev. Econ., Nov. 1960, pp. 866-81 


Kennepy, T. F. Land, food, and population in the Kingdom of Tonga. Econ. Geog., 
Jan. 1961, pp. 61-71. 


Kuvupoxormov, G. Differential land rent and problems of price formation in collective 
farm production. Prob. Econ., Jan. 1961, pp. 15-20. 


Kern, S. Land problem and economic growth in India and China: another view. Ma- 
layan Econ. Rev., Oct. 1960, pp. 66-80. 
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Koroviakovanu, D, The new government purchase prices and the development of col 
lective farm production, Prob, Eeon,, Jan, 1961, pp. 4-10 

Lanat.orr, R. F. The superior market power of food processing and agricultural sup 
ply firms—its relation to the farm problem, Discussion by S. K. Christensen, G. R 
Slater and KB, 8, Clifton, Jour, Farm Econ., Proceedings, Dec, 1960, pp, 1228-64 

Lunove, R. Homes and “a few well placed fruit trees”: an object lesson in federal hous 
ing. Soc, Research, Winter 1960, pp, 469-86 

Matorain, Y. L’agriculture francaise devant le Marché commun européen, Rev. Econ, 
Nov 1960, pp O47.54 

Perne, V. P. Congestion and over-crowding in cities and towns: a scrutiny of some 
popular beliefs. Asian Econ. Rev,, Nov, 1960, pp, 1-11 

Ronertson, W. The tin experiment in commodity market stabilization. Oxford Econ 
Papers, Oct. 1960, pp, 410-35 

Russent, J. C. The metropolitan city region of the Middle Ages. Jour. Reg. Sci., Fall 
10900, pp, 55 10 

Starer, D. W. Decentralization of urban peoples and manufacturing activity in Canada 
Can, Jour, Keon, Pol, Sci., Feb. 1961, pp, 72-84 

Tavior, W. B. Short-term factors influencing New Zealand lamb prices in the United 
Kingdom, Econ, Record, Dec, 1960, pp, 568-80 

Tinnercen, J. Research on the geographical decentralization of industry in the Nether 
lands, Riv. di Pol, Eeon,, Nov, 1960, pp, 1050-72 


Vaccnetu, P. L. La produzione di energia elettrica nel lungo periodo e la cosiddetta 
leawe dell'Ailleret. (With English summary.) Econ, Internaz., Nov, 1960, pp. 614-52 

Witttamson, J, C, Je. Toussarnt, W. D. Parity and support prices for flue-cured 
tobacco, Jour. Farm Econ,, Feb. 1961, pp. 13-26 

Measuring input changes in agriculture. Articles by G. T. Barton and D. D. Durost, Zvi 
Griliches, with discussion by R. H, Masucci, B. D, Gardner. Jour. Farm Econ., Pro 
ceedings, Dec, 1960, pp, 1308-1433 

Potentialities and limitations of comprehensive supply control. Articles by G, FE. Brandow, 
}. A. Baker, W. E. Hamilton, D. EF. Hathaway. Jour. Farm Econ., Proceedings, Dec 
1960, pp. 1167-95 

Problems of raising incomes in low-production areas of agriculture, Articles by C. EF 
Bishop and L. R. Martin with discussion by FE. J. Nesius and R. Krishna. Jour, Farm 
Econ., Proceedings, Dec. 1960, pp. 1196-1227 

Rural-urban competition for water, Articles by K. Gertel and N. Wollman, and S. ¢ 


Smith, with discussion by D. J. Allee and M. Gaffney. Jour. Farm Econ., Proceedings, 
Dec. 1960, pp. 1432-66 


Labor Economics 

Apim-Soutant, S. Money wage behavior in Iran from 1955-56 to 1957-58. Middle East 
Econ, Papers, 1960, pp. 1-12 

Anexanper, K. Market practices and collective bargaining in automotive parts. Jour 
Pol. Econ., Feb, 1961, pp. 15-29 

Arkin, M. Strikes, boycotts—and the history of their impact on South Africa. So, Afr 
Jour. Econ., Dec. 1960, pp. 303-18 

Barry, C. A. White-collar employment: I--trends and structure. Mo. Lab. Rev, Jan 
1961, pp. 11-18 

Becker, J. M. Twenty-five years of unemployment insurance: an experiment in compet 
itive collectivism. Pol, Sci. Quart., Dec, 1960, pp, 481-09 

Brake, D. J. Swedish trade unions and the Social Democratic Party: the formative years 
Scan. Econ. Hist. Rev., 1960, § (1), pp, 19-44 


Cooper, S. Work experience of the population in 1959, Mo. Lab. Rev., Dec. 1960, pp 


1272-83 
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Devrsen, G. How the unemployed are counted, Conf, Board Bus, Rec, Dec. 1960, pp 
21-30 


Faxéu, K.-O. The collective agreements system and wage determination. Skandinav 
Bank. Quart, Rev., Jan. 1961, pp, 1-13. 

Groom, P. A review of American labor in 1960, Mo, Lab. Rev., Jan. 1961, pp. 19-26 

Henperson, J. P. Comparability of estimates of the industrial distribution of employ 
ment, Rev, Econ, Stat., Feb, 1961, pp. 37-43 


Keat, P. G. Long-run changes in occupational wage structure, 1900-1956, Jour, Pol 
Econ., Dec, 1960, pp, 584-600 

Kesser, R. A. ann Aronian, A. A. Real wages in the North during the Civil War 
Mitchell's data reinterpreted, Jour. Law and Econ., Oct. 1959, pp. 95-113 

Kitsripos, M. LD, Statistical indicators of the continuing effectiveness of wage incentive 
applications. Jour, Indus. Econ., Nov. 1960, pp, 83-97 

Kornnauser, R. Some social determinants and consequences of union membership, Lab 
Hist., Winter 1961, pp, 30-61 


Kine, E, Gleicher Lohn fiir gleiche Leistung? Wirtschaft und Recht, 1960, 72 (4), 


pp 
229-49 


McCarraer, K. M. Union membership policies and labor productivity among asbestos 
workers. Indus. Lab. Rel. Rev., Jan, 1961, pp, 227-34. 


O'Connor, J. Anticipated employment instability and labor market equilibrium. Quart 
Jour, Econ., Feb. 1961, pp. 128-32 

Rimmer, D. The new industrial relations in Ghana. Indus. Lab. Rel. Rev., Jan. 1961, 
pp 106-26 

Sonet, 1, Storia e sviluppo del movimento sindacale americano. Annali, 1, 1960, pp. 61-82 


Wextuinoton, H. H. The constitution, the labor union, and “governmental action.” Yale 
Law Jour., Jan. 1961, pp. 345-75 


Population; Welfare Programs; Consumer Economics 


Biast, M. Sulla comparazione del benessere di diverse nazioni. (With English summary.) 
Riv. Internaz. di Sci, Econ. e Com., Jan. 1961, pp. 47-54 

Crark, C. Do population and freedom grow together? Fortune, Dec. 1960, pp. 136-39 

Jackson, J. M. Wages, social income, and the family. Man. School Econ. Soc. Stud., 
Jan, 1961, pp. 95-106 

Lévy, C. ano Henry, L. Ducs et pairs sous l’Ancien Régime 


Caractéristiques démogra 
phiques d'une caste. Population, Oct.-Dec. 1960, pp. 807-30 


Ma, R. anv Seno, Y. P. The economic characteristics of the population of the Federa 
tion of Malaya, 1957. Malayan Econ. Rev., Oct. 1960, pp. 10-45 

Mortara, G. Nuovi metodi demografici? Giorn. d, Econ., Sept.-Oct. 1960, pp. 625-45 

Oxun, B. ano Ricwarvson, R. W. Regional income inequality and internal population 
migration, Econ. Develop. and Cult. Change, Jan. 1961, pp. 128-43 

Paittat, P. Les différences de niveau de vie au sein de la classe ouvri¢re. Population, 

Oct.-Dec. 1960, pp. 769-88 

Scnuttz, T. W. Capital formation by education. Jour. Pol. Econ., Dec. 1960, pp. 571-83 

Investment in human capital. Am. Econ. Rev., Mar. 1961, pp. 1-17 


Sextani, M. La fécondité dans les pays arabes: données numériques, attitudes et com- 
portements. Population, Oct.-Dec. 1960, pp. 831-56 


Srencier, J. J. The population problem: yesterday, today, tomorrow. So. Econ. Jour., 
Jan, 1961, pp. 194-208. 


Stourrer, S. A. Intervening opportunities and competing migrants. Jour. Reg. Sci., 
Spring 1960, pp. 1-26. 


Tomasson, R. F. Bias in estimates of the U.S. nonwhite population as indicated by 
trends in death rates. Jour. Am. Stat. Assoc., Mar. 1961, pp. 44-51 


24 THE AMERICAN ECONOMIC REVIEW 


Weiserop, B, A, ano R. J, Hospitalization, insurance and hospital utilization 
Am, Econ, Rev,, Mar, 1961, pp, 126-31 


Population control, Fourteen articles by R. C. Cook, L, D, Stamp, H. B. van Loon and 
others, Law and Contemp, Problems, Summer 1960, pp. 379-620 


(Quarterly survey of consumer buying intentions. Fed, Res, Bull, Dec, 1960, pp. 1442-47 


Related Disciplines 


Dantere, R. V. The Chinese revolution in Russian perspective, World Pol., Jan. 1961, pp 
210-30 


Frepmann, Dumazeprer, J., Lowentrnat, L. ann Sociological aspects of 
leisure, Internat. Soe. Sci, Jour, 1960, 72 (4), pp. $09-608 


Nieronts, W) education and agricultural economics: a critical appraisal, Jour 
Farm Econ,, Proceedings, Dec, 1960, pp, 960-90 


Wrrrrocer, K. A, Class structure and total power in oriental despotism, Contemp. China, 
19089, pp 1-10 


Measuring the success of the elementary course: comment by C. BE. Rockwood and R, B 
Harshbarger: reply by S. N. Whitney. Am, Econ, Rev., Mar. 1961, pp. 144-49 


Nationalism and the revolution of expectations. Fifteen articles by K. H. Silvert, G. I 
Blanksten and others. Annals Am. Acad, Pol, and Soc, Sei, Mar, 1961, pp, 1-147 


ry 

NOTES 
A nominating committee consisting of Arthur F, Burns, chairman, William C. Hood, 
James W. McKie, Arthur M. Okun, Daniel C, Vandermeulen and Janet L. Weston has 


ubmitted the following slate of nominees for 1962 officers of the American Economic 
Association 


President 


Edward S. Mason 


President-Elect 
Gottfried Haberler 


Vice President: 
Joe S. Bain 
Albert G. Hart 
Richard A. Musgrave 


Lawrence H. Seltzer 


Executive Committee: 


Vincent W. Bladen 
Herbert Stein 
Robert Triffin 

W. Allen Wallis 


Representative, Social Science Research Council 


Gardner Ackley 


Economists’ Art Exuipi' 


At the next meeting of the American Fconomic Association at the Commodore Hotel 
in New York City, December 27-30, 1961 there will be an opportunity for artistic 
economists to exhibit their art works. The presentation of paintings, drawings, and 
sculpture is invited. Artists will be responsible for the transportation of their art works 
to and from the exhibition, The Association will not be responsible for loss or damage, 
though provision will be made to care for the exhibition in New York. Those proposing 
to exhibit should communicate with Professor William Baumol, Department of Economics, 
Princeton University, describing the number and character of proposed exhibits 

Evwaro S. Mason 
Program Chairman 


BROOKINGS RESEARCH PROFESSORSHIPS, 1962-63 


The Brookings Institution invites nominations for the annual award of Research Pro 
fessorships for professors of economics and business administration in selected four-year 
accredited liberal arts colleges. These awards, financed by a grant from the Ford Founda 
tion, are for the purpose of encouraging research by faculty members of accredited liberal 
arts colleges offering substantial programs in economics and business. This program will 
not support research activities undertaken for fulfillment of the requirements of an ad- 
vanced degree, or for the exploratory activities preliminary to the development of a 
research project 

Appointments are for one year. The appointees are expected to devote full time to 
research and may not engage in teaching or undertake other unusual outside commitments 
during the period of tenure. The research may be done on the recipient’s own campus or 
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at any other suitable location. The awards are primarily for research projects that will 
be done in the United States 

The grants will be determined by the requirements of individual applicants. The stipend 
will be approximately equal to the normal salary of the appointee, unless a supplementary 
stipend is necessary to offset foregone summer income or to cover a cost-of-living differen 
tial when the research must be pursued in a more expensive location, Candidates who are 
eligible for sabbatical leave will be expected to use their sabbatical privileges during the pe 
riod of the award 

The stipends provided by The Brookings Institution are partially exempt from federal 
income taxes, The Institution does not provide funds for fringe benefits, except annuity 
premiums on the candidate's regular salary in cases where they are, as a matter of policy, 
not continued by the college employing the candidate 

Consideration will be given to applications from full-time faculty members in institutions 
invited to submit nominations and to applications from full-time professors of economics 
and business in other accredited liberal arts colleges. Faculty members of universities and 
other institutions not classified as liberal arts colleges are not eligible for participation in 
this program 

Candidates from institutions invited to submit nominations will be sent application 
forms as soon as letters of nomination have been received, Other applicants may request 
forms directly from the Brookings Institution. All applications must be supported by a 
letter of nomination from an appropriate officer of the college 


New Puptications 


Ihe first issue of a Japanese language journal Konan Economic Papers was published 
by the Economic Society of Konan University, Kobe, Japan, in June 1960. Two sub 
sequent numbers have since appeared and six regular issues will be published each vear 


The Department of Economics at Yale University has begun publication of Vale 
Feonomic Essays in which appear, in full or in extended summary, doctoral dissertations 
that have been accepted at Vale University. Contributions of faculty, students and former 
students of Yale University may also be published. Members of the editorial committee 
are Neil W. Chamberlain, chairman, Arthur M. Okun and Raymond P. Powell. The 
vearly subscription price for two issues is $4.00. Correspondence should be addressed to 
the Editorial Board, 37 Hillhouse Ave., New Haven, Connecticut 


Announcements 


The fourth Economics Institute for Foreign Students will be held at the University of 
Colorado June 30 to August 30, 1961. The Economics Institute is designed to refresh 
and, where necessary, to supplement foreign students’ preliminary training in economics, 
English, and mathematics so that they may begin their graduate studies on a basis more 
nearly comparable to that of students whose undergraduate training has been obtained 
in the United States. The program is administered by the institute of International Edu 
cation, with the guidance of an advisory board nominated by the American Economic 
Association. Application forms and further information may be obtained from the Director 
of the institute, Professor Wyn F. Owen, University of Colorado, Boulder, Colorado 


The Solvay Institute of Sociology at the Free University of Brussels (Pare Leopold, 
Bruxelles 4, Belgium) announces the establishment of a Center for South-east Asia for 
the teaching of languages and the conduct of research with regard to the cultural, 
sociological, political and economic aspects of the countries of this region. The countries 
included are: India, Pakistan, Nepal, Cevlon, Burma, Thailand, Laos, Cambodia, Vietnam, 
Malay and Indonesia 

The Inter-University Committee for Economic Research on the South announces that 
the Ford Foundation has made available a grant of $50,000 each year for five years to 
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support studies on the economic development of the South, A major portion of the funds 
will be allocated as research grants to mature research workers interested in undertaking 
projects designed to analyze and appraise significant economic developments in the South 
Inquiries should be directed to Ernst W. Swanson, Department of Economics, North 
Carolina State College, Raleigh, N.C 


The Fund for Social Analysis is again offering in 1961 a number of grants-in-aid for 
studies of problems posed by Marxist theory and its application. Projects for books and 
essays in all fields of social science will be welcomed, Grants will ordinarily range from 
$500 to $3,000 and may be requested for an entire project, or for any part, or for assist- 
ance in research, editing or publication. Address inquiries to the Corresponding Secretary, 
The Fund for Social Analysis, Room 2800, 165 Broadway, New York 6, N.Y 


For inclusion in a special report to be published in Labor History, would anyone doing 
research in the field of American labor history please write to Professor Albert A. Blum, 
Labor and Industrial Relations Center, Michigan State University, East Lansing, 
Michigan, giving his name, organizational association, and tentative title of the study as 
well as a brief description of it 


Deaths 


Edward D. Burdick, Wharton School, January 17, 1961 
David W. Bussell, November 17, 1960, 


Thomas Nixon Carver, President of the American Economic Association in 1916 and 
professor emeritus Harvard University, March 7, 1961, in Santa Monica, California 


Thomas I, Crowell, Jr., July, 1960. 

James A. Estey, Professor emeritus Purdue University, January 15, 1961 
Boris M. Joffe, Detroit, Michigan. 

Edward J. Kelly, September 12, 1960 

Charles V. Kinter, February, 1960. 


Frank R,. E. Mauldon, professor emeritus University of Western Australia, February 
14, 1961, 


Lucy I. Morgan, University of Toronto, December 6, 1960 

George W. Sanford, Case Institute of Technology, December 15, 1960 
Daniel Scheinman, August 21, 1960. 

Gordon Siefkin, Emory University, October 31, 1960 

C. Frank Smith, State University of Iowa, February 25, 1961. 

Alfred W. Stern, May 4, 1960. 

William R. Thom, August 28, 1960 

Lawrence L. Werboff, The Pennsylvania State University, January 30, 1961. 


Retirements 


Emily Clark Brown, Vassar College, June 1961. 
Elmer D. Fagan, Stanford University, June 1961. 
Franklin L. Ho, Columbia University. 


Visiting Foreign Scholars 


Peter G. Franck, Roberts College, Istanbul: visiting professor of economics, Columbia 
University, spring term 1962. 

E. R. R. Green, University of Manchester: visiting associate professor of economics, 
University of Virginia 1961-62 
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Owen P. F. Horwood, University of Natal, Durban, South Africa: visiting professor of 
economics, Duke University, fall semester 1961 


Leendert M. Koyck, The Netherlands School of Economics, Rotterdam: visiting pro 
fessor of economics, University of Oregon, spring term, 1961 


Alan R. Prest, Cambridge University: visiting professor of economics, Columbia Uni 
versity, 1961-62 


Promotions 

William W. Alberts: assistant professor of finance, Graduate School of Business, Uni 
versity of Chicago 

John D. Coupe: associate professor of business and economics, Univesity of Maine 

John Ed. Elliott: associate professor of economics, University of Southern California 

Blaine E. Grimes: professor of economics, Ohio Wesleyan University 

Jules Joskow: associate professor of economics, The City College 

Peter B. Kenen: associate professor of economics, Columbia University 

Benjamin Klebaner : associate professor of economics, The City College 

Robert B. McNee: associate professor of economics, The City College 


Arnold H. Raphaelson: associate professor of business and economics, University of 
Maine 


Edwin P. Reubens: professor of economics, The City College 
Procter Thomson: professor of economics, Claremont Men’s College 


W. Tate Whitman: Charles Howard Candler Professor of Economics, Emory University 


Administrative Appointments 
Francis M. Boddy: associate dean of Graduate School, University of Minnesota 
Lester B. McAllister: chairman, department of economics, Beloit College 


H. Austin Peck: vice president for academic affairs, University of Maine 


Appointments 


Louis de Alessi, University of California at Los Angeles: assistant professor, 


depart 
ment of economics and business administration, Duke University 


John R. Allan: special lecturer in economics, University of Saskatchewan 
Henry G. Aubrey 


A. Gordon Ball: professor of economics, lowa State University at Ames 
Merrill D. Bartlett 


visiting professor of economics, Columbia University, 1961-1962 


assistant professor of business and economics, University of Maine 
John Bowen: instructor in economics, Princeton University, 1961-62 
Norman Breckner, University of California at Los Angeles: research economist, cost 
inalysis department, the RAND Corporation 
John A. Carlson: visiting assistant professor of economics, Cornell University, 1961-62 
Vincent P. Carosso: visiting associate professor of research, Graduate School of Business 
\dministration, Harvard University 
John Chant: instructor, 


department of economics and business administration, Duke 
University 


Shun-Hsin Chou: visiting associate profe 


or of economics, Columbia University, spring 
term 1°61, and fall term 1961 


Eaton H. Conant: assistant professor of industrial relations, 


Graduate School of 
Business, University of Chicago 


David G. Davies, University of Cincinnati: associate professor, department of economics 
and business administration, Duke University 


Edwin R. Dean: lecturer in economics, Columbia University 


NOTES 


Emile Despres, Williams College: professor of economics, Stanford University. 

Wayne Dobson: instructor in economics, Western Kentucky State College 

Nicholas Dupoch: assistant professor of accounting, Graduate School of Business, Uni- 
versity of Chicago 

Alexander Eckstein, University of Rochester: professor of economics, University of 
Michigan. 

Stephen Enke: professor of economics, department of economics and business adminis 
tration, Duke University 

William R. Gardner: assistant professor of economics, Washington State University. 

Ralph A. Grosswiler: assistant professor, department of economics, Beloit College. 


John G. Gurley, University of Maryland and Brookings Institution: professor of eco- 
nomics, Stanford University. 


Harmon H. Haymes: assistant professor of economics, School of Commerce, Washington 
and Lee University. 


Donald W. Hill: assistant professor of marketing, Lehigh University 


J. J. Jehring: from Profit Sharing Research Foundation to new Center for Productivity 
Motivation, University of Wisconsin. 


Louis J. Junker, Elmira College: assistant professor of economics, Western Michigan 
University, Kalamazoo 


Richard Kao: research economist, the RAND Corporation 
Wells H. Keddie: instructor in economics, Lehigh University. 


Donald King, University of North Carolina: instructor, department of economics and 
business administration, Duke University. 


Paul Koether : instructor in economics, Princeton University 1961-62. 


Walter Krause: research professor, State University of Iowa, spring semester 1960-61 


Sherman R. Krupp, Florida State University: assistant professor of economics, Lehigh 
University 


Marian Krzyzaniak, The Johns Hopkins University: assistant professor, department 
of economics, Wayne State University. 


William Leasure: instructor in economics, Princeton University, 1961-62 


Robert E. Lipsey: member of research staff, National Bureau of Economic Research, 
effective December 19, 1960. 


H. Michael Mann: instructor in economics, Boston College 

Rom J. Markin: assistant professor of business administration, Washington State Uni- 
versity. 

James E. Martin: research associate, department of economics, Iowa State University 
(Ames) 

Francis M. McLaughlin: instructor in economics, Boston College 

John E. Moes, University of Virginia: member of a U.S. Mission in Africa 


Dan Padberg, University of California: assistant professor of market structure, depart 
ment of agricultural economics, Ohio State University 


Rudolf Penner: Program of Canadian Studies, University of Rochester. 

Richard Perlman: lecturer in economics, Columbia University 

Kenneth J. Rea: assistant professor of economics, department of economics and political 
science, University of Saskatchewan. 
Robert V. Roosa: Under Secretary of the Treasury for Monetary Affairs, Washington, 
D.C. 

Kenneth Roose, Oberlin College: professor of economics and director of the division of 
business and economics, Michigan State University, Oakland campus, Rochester, Michigan. 


George Rosen: economist, Ford Foundation group with National Planning Council, 
Nepal, 1961-62. 
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Wolfgang Schoellkopf: lecturer in economics, Princeton University, 1961-62. 

Zoltan Sebestyen: lecturer in economics, Columbia University. 

Carl S. Shoup: Ford Research Professor, Columbia University. 

Louis Simpson: instructor in economics, Princeton University, 1961-62 

Gordon G. Thiessen: instructor in political economy, department of economics and 
political science, University of Saskatchewan, 1961-62. 

Norman B. Ture, Economist with the Joint Economic Committee: member of the 
research staff, and director of tax studies, National Bureau of Economic Research, 
effective March 13, 1961. 

Hirofumi Uzawa, University of California, Berkeley: associate professor of economics, 
Stanford University. 

Richard L. Wallace: instructor in economics, Florida State University. 

James W. Wightman: instructor in economics, Trinity College, Hartford, Connecticut. 

Jeffrey G. Williamson: assistant professor of economics, Vanderbilt University. 


Leaves for Special Appointments and Assignments 


Ray Billingsley, Texas Technological College: visiting professor of agricultural eco 
nomics, Population Research Center, University of Chicago, assigned to the University of 
Rangoon, Burma. 

Rudolph C. Blitz, Vanderbilt University: Vanderbilt overseas professor at the University 
of Chile for a full academic year beginning February 1, 1961. 

Arthur I. Bloomfield, Wharton School, University of Pennsylvania: visiting professor 
of political economy, The Johns Hopkins University spring term 1961. 

Lester V. Chandler, Princeton University: visiting professor of economics, University 
of Bombay, India, 1961-62. 

Harry M. Douty, chief of the Division of Wages and Industrial Relations for the 
U.S. Bureau of Labor Statistics: visiting professor of labor and industrial relations second 
semester 1960-61, University of Illinois Institute of Labor and Industrial Relations. 

Alexander Firfer, industrial development economist, UN TAO in Venezuela: two-month 
leave for plan of industrial promotion with ICA in Taiwan. 

Morris E. Garnsey, University of Colorado: lecturer Salzburg Seminar in American 
Studies, February-March, 1961. 

Clifford Hildreth, Michigan State University: visiting professor, departments of eco 
nomics and agricultural economics, University of Minnesota, spring quarter 1961. 

Morris A. Horowitz, Northeastern University: Ford Foundation program specialist in 
manpower for one year in Argentina. 

George Katona, University of Michigan: visiting professor of industrial management 
at Massachusetts Institute of Technology, spring 1961. 

John S, McCauley, US. Department of Labor: visiting professor, School of Industrial 
and Labor Relations, Cornell University. 

Gerald M. Meier, Wesleyan University: Brookings Institution research professorship, 
1961-62, 

Paul A. Montavon, University of Notre Dame: lecturer at the Universidad de los Andes, 
Merida, Venezuela, 1960-61, on Smith-Mundt fellowship. 

David D. Monieson, Wharton School of Accounts and Finance, University of Pennsy! 
vania : visiting professor, Queens University, Kingston, Ontario, 1961-62. 

James A. Papke, Wayne State University: special research assignment, Center for 
Economic Studies, Wayne State University, fall semester 1961. 

William A. Wayt, Ohio State University: associate professor and department head of 
agricultural economics with the Oklahoma State University Contract Team, Imperial 
Ethiopian College, Dire Dawa, Ethiopia, for one year beginning July 1, 1961. 
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Rufus Wixon, Wharton School, University of Pennsylvania: professor at the Institute 
pour l’Etude des Méthodes de Direction de l’Enterprise (IMEDE), Lausanne, Switzerland, 
1961-62. 


Resignations 


Paul A. Weinstein: Oklahoma State University. 


Miscellaneous 


Harold M. Groves, formerly professor of economics at the University of Wisconsin: 
elected chairman, Board of Directors, National Bureau of Economic Research, for 1961. 

Frank H. Knight, professor emeritus, University of Chicago: awarded $10,000 American 
Council of Learned Societies Prize for Distinguished Scholarship in the Humanities, in 
New York City, January 1961. 

Grover A. J. Noetzel, formerly dean of the School of Business Administration, Univer- 
sity of Miami, Coral Gables, Florida: giving up administrative duties summer 1961 to 
return as professor of economics, University of Miami. 


VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make 
known their availability for positions in the field of economics and to 
administrative officers of colleges and universities and to others who are 
secking to fill vacancies. 


The officers of the Association take no responsibility for making a selec- 
tion among the applicants or following up the results. The Secretary's 
Office will merely afford a central point for clearing inquiries; and the 
Review will publish in this section brief description of vacancies announced 
and of applications submitted (with necessary editorial changes). Since 
the Association has no other way of knowing whether or not this section is 
performing a real service, the Secretary would appreciate receiving notifi- 
cation of appointments made as a result of these announcements. It is 
optional with those submitting such announcements to ag name and 
sbdeens or to use a key number. Deadlines for the four issues of the 
Review are Feburary 1, May 1, August 1, and November 1. 


Communications should be addressed to: The Secretary, American 
Economic Association, Northwestern University, Evanston, Illinois. 


Vacancies 


Labor economics, industrial relations: Opportunity available for two men interested 
in research and analysis on industrial relations problems with national organization 
located in New York. Applicants must have analytical ability and corporate and/or 
teaching experience in the field. Some travel. Salary commensurate with experience 
and ability. Please submit complete résumé including salary. All replies will be held 
confidential. P239 


Economist: Liberal arts college (Presbyterian) has opening for a man with Ph.D. in 
economics. Must be able to teach introductory and intermediate courses in theory— 
both micro and macro—and international economics. Duties will also include direc- 
tion of research of students writing senior theses. Emphasis on success as teacher. May 
appoint at assistant or associate professor level. Starting salary from $6,000 to $8,000 
for nine months. Substantial fringe benefits. Write William B. Boyd, Dean of the 
Faculty, Alma College, Alma, Michigan. 

Marketing research, location analysis, land economics: For private research and con- 
sulting firm in formative stage in Southwest. Partnership or associate arrangement for 
qualified man with broad experience; doctorate preferred. Headquarters at Dallas, 
Texas. Send résumé giving full account of professional background and experience. 
All replies will remain strictly confidential. P240 
Economics: Applications are invited for a lectureship or assistant lectureship in eco- 
nomics. The post involves undergraduate teaching in economic theory, money and 
banking. Basutoland offers special opportunities for original research into the eco- 
nomics of an emergent country. Appointment tenable from February 1, 1962. 
Salary scale for lecturer: £1,000 by £50 to £1,250 (efficiency bar) by £50 to 
£1,550; for assistant lecturer: £720 by £40 to £960. Status and initial salary according 
to qualifications and experience. Pension scheme. Family allowance of £100 p.a., plus 
£40 per child under the age of 18. Train and sea passages arranged for appointee, 
wife, and children. Baggage allowance. Application forms and further information 


obtainable from the Registrar, Pius XII College, Roma, Basutoland, Southern Africa, 
to be returned by June 15. 


Economist: Our client, one of the country’s largest and most progressive corporations, 
is both a basic supplier and a marketer of branded consumer paper and cellulose 
products. They seek an economist to head their Economic Section. Diverse areas of 
responsibility include research and analysis, forecasting, determining sales quotas and 
territories, etc. ory A is open. M.S. required. Ph.D. with industrial experience pre- 


ferred. Replies will be acknowledged and held in confidence. Contact J. Semonche, 


Frederick Chusid and Company, Management Consultants, 205 West Wacker Drive, 
Chicago 6, Illinois. 


Economics: Professor and head, department of economics, small, church-related 
liberal arts college. A good Ph.D. and some teaching experience are required. Salary 
$8,000 for nine-month year. Northeast quarter of U.S., September, 1961. P241 


Economists Available for Positions 


Principles, economic theory, econometrics, statistics, mathematics (through differential 
calculus); Man, 24, married; completing M.S. (economics) in January, 1961, at large 
midwestern university. Research and/or teaching position desired for 2-3 years before 
returning for Ph.D. James D. Clokey, 17-6 Ross Ade Drive. West Lafayette, Indiana. 
Economic and political theory, economic principles, sociology; Man, Ph.D. Germany. 
Very seasoned teacher; many years of residency in America. E915 


Economics, finance, management: Man, 50, married; Ph.D. Business experience; 
diversified teaching experience, including administration; various publications. Desires 
teaching, administrative, or research position. E916 


Economic development, international economics, business economics, economic analysis, 
industrial planning: Man, 34, married; B.S., M.B.A., major New York university; 
requirements for Ph.D. completed pending dissertation. (Dissertation, on land and 
economic development, based on a case study of Italian economic development, com- 
pleted this year under a Fulbright grant and an Italian government award.) Fluent 
in several languages. Seeks position in economic research and/or teaching college 
economics. Will accept foreign assignments. E917 


Public finance, history of economic thought, economic principles or theory: Man, 48; 
Dr.rer.pol. from German university, Teaching experience in foreign country. Seeks 
position in college and/or in research. E921 


Economics, statistics, marketing, marketing research, farm economics; Man, 37, 
married; B.Sc. (University of Copenhagen), M.A. (lowa State), Ph.D. (Cornell). 
Ten years of experience in commercial research, teaching, and consulting. Will con- 
sider academic teaching combined with research, business, or government. Would go 
abroad. Available immediately. E924 


Business statistics, mathematical statistics, statistical quality control, traditional and 
mathematical economic theory: Man. Six years of teaching experience. Available in 
June, 1961. F925 


Economics, finance: Man, 42. Eleven years of teaching experience on college-univer- 
sity level. Physical location at present, better salary considerations, and desire for 
more specialization in chosen fields are basic reasons for wanting to relocate. Availa- 
ble in September, 1961. E930 


Economic principles, labor economics, labor law, public utilities, economic thought, 
comparative economic systems, U.S. economic history: Man, 30, married; B.A., M.A., 
Ph.D. dissertation in process. Five years of full-time college teaching; member of 
state panel of arbitrators; recipient of research grant; experience as research assistant, 
job analyst, supervisor of State Department project; instructor for evening adult 
school. Desires position at liberal arts college or university. Available in September, 
1961. E947 


Economic principles, Latin-American history, comparative systems, resources, inter- 
national economics: Man, over 45; Ph.D. (1959), 100 graduate semester hours in 
economics. Five years of teaching experience; many years as federal official doing 
economic work with residence abroad; fluent in Spanish. Not an econometrician. 
Author of book and coauthor of another. Desires 12- or 15-hour-load teaching posi- 
tion with tenure. Saturday, night, or off-campus work at extra pay only. Salary open. 

E948 
Economics: Man, 45; M.A., Ph.D. (economics). Years of teaching experience; Ford 
Foundation grant. Now on a university faculty. Desires teaching or research position 
in Southwest or West with above-average responsibilities. E952 


Principles, labor economics, history of labor, comparative economic systems, person- 
nel: Man, 35, married; Ph.D. to be received in June, 1961, from large midwestern 
university. Three years of successful college teaching; 2 years director of internship 
program in industrial relations. Seeks teaching position with opportunity for research. 
Available in September, 1961. E961 


Money and banking, economic theory, statistics, business administration: Man, 41, 
married; B.S. in Mechanical Engineering, M.B.A., currently writing Ph.D. disserta- 
tion, Seeks position in economic research and/or teaching. Available in June or Sep- 
tember, 1961. Prefers northeast. Arthur Robert Dorsch, P.O. Box 3507, University 
Station, Gainesville, Florida. 


Investments, finance, international relations: Man, 57; M.A., M.S., Ph.D. Broad busi- 
ness experience as well as teaching experience, including administration as depart- 
ment head; various publications; presently professor of finance; excellent references. 
Desires position teaching above subjects. Available in fall, 1961. E962 


Economic theory, international economics, Soviet and Chinese economics, economic 
development and growth, industrial organization, public finance, monetary theory, 
business cycles, economics statistics, mathematical economics, marketing, market re- 
search, price policies: Man, 33; M.S. (marketing), Ph.D. (economics), postdoctoral 
study. Widely diversified and progressive experience in teaching and research, East, 
South, and West; publication; Ford Foundation grant. Desires teaching and/or re- 
search position requiring rigorous standards of professional training. E967 


Economics, finance: Man, 40, married; Ph.D. in economics, Eleven years of success- 
ful teaching experience in both eastern and western universities; 3 years of govern- 
ment research; reads, writes, speaks French fluently. Desires challenging research- 
teaching position. Available in September, 1961. E968 


Money and banking, international trade: Man, 31; Ph.D. course work completed. 
Seventeen months of experience as director of research for a banking association; 1 
year on an international trade project; good knowledge of Spanish. Desires a staff 
position in research or administration with private industry or a teaching-adminis- 
trative position with a university. E971 


International economics, economic development, foreign trade policy, money and 
banking: Man, married, retiring from international organization. Extensive teaching 
experience at leading universities in U.S. and Europe; published books on interna- 
tional and monetary problems; economic research covering many fields and firsthand 
experience in Asia, Europe, and Latin America. Desires full or partial teaching load 
in university with opportunity for research and publication. Available in fall, 1961. 

E973 


Marketing, statistics, economic analysis, money and banking, international economics, 
public finance, history of economic thought: Man, married; Ph.D. credits completed. 
Nearly 15 years of responsible professional experience in directing and conducting 
economic and marketing research for management. Fellowship; university teaching. 
Seeks teaching or business position. E975 


Industrial and labor relations, economic principles, economic history: Man, 38; A.B., 
M.S., Ph.D. dissertation in process. Two years of university teaching; 1 year adult 
education. Salary and location open. E977 


International economics, economic development, macroeconomics, public and business 
ad ministration: Man, 29; Ph.D., Columbia University, M.B.A., Harvard University. 
Three years of teaching experience at graduate and undergraduate levels; economist 
with an international organization; some industrial experience. Available in July, 
1961. E979 


Economic theory, labor, finance: Man, in 40's. Twenty years of postdoctoral research, 
writing, and teaching. Primarily interested in graduate level instruction and re- 
search. In Who's Who in America, Who's Who in Commerce and Industry, etc. 


E980 


International economics, foreign marketing, finance, business cycles, international eco- 
nomic development: Man, 32; M.A., Harvard University, M.B.A., Wharton School. 
Industrial and financial management experience; record of successful administration 
and co-ordinated planning. Wishes opportunity to participate in foreign economic 
development and international monetary field. E982 


Economics, money, banking, and finance, accounting, business law, management: Man, 
56; J.S.D., Ph.D. Experienced college economics teacher; professional experience in 
law and accounting practice. Norman S. Lehrman, 1300A Midland Avenue, Yonkers, 
N.Y. 


International economics, economic geography, Soviet and satellites economy: Man, 
47; M.A., currently writing Ph.D. dissertation. Studies in Europe and here; 7 years 
of research experience; 8 years of business experience in foreign trade; German, 
French, and Slavic languages. Available for teaching and research in fall, 1961. 


E987 


Business management, business ethics, marketing, public finance, investments, eco- 
nomic principles, business history and trends: Man, 45, married; M.A., work toward 
Ph.D. Fifteen years in business management; assistant to chief executives. Also some 
teaching, newspaper and magazine editorial work, and city planning; presently man- 
agement consultant; publications; conservative leanings. Wishes to devote full time 
to teaching and writing. Available after June, 1961. E988 


Economic planning, research studies: Man; B.S. Economics, B.S. Foreign Trade, M.A. 
Business. Eleven years of experience in all phases of comptroller; presently a research 
analyst with a university. Will relocate. Salary open. E990 


General economic theory (in particular consumption theory and theory of the firm), 
international economics, business cycles, comparative economic systems: Man, 38, 
married; M.S., Columbia University, Ph.D., University of Geneva; doctoral disserta- 
tion is in field of international economic theory and will be published in 1961. Author 
of one book and many articles; rich background of administrative and teaching ex- 
perience in U.S. and abroad; 5 years in business; 9 years of teaching and research; 
many academic honors; finest references. Currently affiliated with large midwestern 
university. Available for teaching or research appointment in fall, 1961. E991 


Labor economics, manpower, personnel, and industrial relations: Man, late 30's; B.A. 
in Economics and Sociology, M.A. in Economics, some course work toward doctorate. 
Experience in above fields and research, with operational experience in last field; edit- 
ing and publications; writing; teaching. Presently employed. In Who's Who in South; 
foreign travel; some knowledge of Spanish. Minimum salary circa $10,000 per annum 
with chance to advance. E992 


Public finance, public policies toward business, economic theory and doctrine, indus- 
trial management: Man, 39, married; Ph.D., University of Wisconsin. Seven years of 
teaching in state university; research and consulting experience. Desires to locate in 
Northeast. Available in September, 1961. E993 


Investments, banking, corporation finance, economic principles: Man, 37; B.S., M.A., 
orals and thesis to complete for Ph.D. Experience in banking, teaching, and as a se- 
curity analyst. Seeks position with financial institution or teaching in New York City 
area. E994 


Economics, economic theory, money and banking, finance, psychology: Man, 29; can- 
didate for M.A. Seeks college teaching position; available in September, 1961. Dean 
Baugher, Box 2952, University Station, Gainesville, Florida. 


Industrial organization, income theory, economic history, price theory: Man, 30, mat- 
ried; Ph.D., Northwestern University. Three years of teaching experience; publica- 
tions. Interested in teaching and/or research in a college or university in the Middle 
West. Available in September, 1961. Don Markwalder, 5933 Holman Road, Toledo 
15, Ohio. 


Economics: Man, 27; M.A., Ph.D. course requirement completed. Seeks teaching or 
research position. Available in September, 1961. E995 


Linear programming, Statistics, econometrics, engineering economics, economic theory, 
economic history: Man, 28, married; B.S., M.S. in engineering; M.A. in economics; 
completing Ph.D. in economics in September, 1961, at a Big Ten university. Some 
business experience. Desires teaching or industrial position in the Chicago area. 


E996 


Principles, statistics, industrial organization, international and interindustry econom- 
ics: Man, 32, married; 4 years of study of economics at graduate level; requirements 
for Ph.D. completed pending dissertation. Recently taught graduate course in inter- 
industry economics in Brazil; fluent in Portuguese and German; versed in Russian, 
Spanish, French. Seeks research or teaching position. E997 


Economics, finance, management, industrial planning, labor, public and business ad- 
ministration, business law: Man, 50; Ph.B. (civil engineering and economics), M.S. 
(economics), LL.B., University of Wisconsin. Three years of recent teaching ex- 
perience; over 25 years of business and governmental experience in law, industrial 
management, and comptroller fields; 7 years of residence and travel in Far East. 
Desires teaching or administrative position in medium or small college. E998 


Principles, business cycles, comparative economic systems, history of economic thought: 
Man, 58; Ph.D. from German university. More than 20 years of undergraduate teach- 
ing in general education social science courses (including history and social philos- 
ophy) in leading university. Wishes position with retirement age later than 65 and 
with greater opportunities for research and writing than presently available, preferably 
in eastern college or university. Available in fall, 1962; possibly in fall, 1961. E999 


Economics, international trade, marketing, statistics: Man; Ph.D. from large mid- 
western university. Research and college teaching experience; fellowships; business 
consultant. Desires college teaching or teaching and research position. E1000 


Labor economics, labor legislation, collective bargaining, labor market, principles, 
history of economic thought: Man, 40; Ph.D. Twelve years of college teaching ex- 
perience; government positions; two books and numerous articles and reviews. Avail- 
able in September, 1961. E1001 


International finance, economic development, public finance, monetary and fiscal 
policy: Man, 32; M.A., Ph.D. requirements except dissertation substantially com- 
pleted. Fellowships; languages; area concentration Southeast Asia and Western 
Europe. Three years of research experience in government and research organization 
Seeks research position. Willing to relocate E1002 


Principles, money and banking, micro and macro theory, economic development, in- 
ternational economics: Man, 25, married; completing M.A. in summer, 1961. Teach- 
ing position desired for one or two years before returning for Ph.D. E1003 


New Bell Telephone discoveries suggest 
light as a future “carrier” of vast numbers 
of telephone calls, TV shows, data messages! 


Bell Telephone scientists recently 
transmitted the human voice for the 
first time on a beam of “coherent” 
infrared light. 


To do this they used their new 
Optical Maser—a revolutionary device 
which may someday make light a 
whole new medium for telephone, TV 
and data communications. 


Here’s why: 


Light waves vibrate tens of millions 
of times faster than ordinary radio 


waves. Because of these high frequen- 
cies, light beams have exciting possi- 
bilities for handling enormous amounts 
of information. 


The possibilities are breath-taking. 
Light beams might be transmitted 
through long pipes, or could someday 
be just what are needed for communi- 
cations in space—for example, between 
space ships. 


Many other uses for coherent light 
beams in science and in the field of 
communications are being thought of 
as Bell Laboratories experiments go 
forward. Continuing research like this 
requires adequate telephone company 
profits so that we can bring you the 
latest service improvements at the ear- 
liest possible time and the lowest pos- 
sible cost. 


BELL TELEPHONE SYSTEM cN 
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RONALD textbooks for .. . 


FUNDAMENTALS of ECONOMICS 


RUBY TURNER MORRIS, Connecticut College 


New. This eminently readable introduc- 
tory textbook provides a broad back- 
ground in economic theory and a detailed 
description of how the economic order 
operates. Student-oriented throughout, it 
offers a unified, balanced treatment of 
microeconomics and macroeconomics; 
stresses practical applications of theory. 


The analysis is distinguished for s. 
clarity; important interrelationshi 

lytical comparisons, historical re laten 
and contemporary applications are em- 
phasized. Hundreds of original charts 
illustrate and focus the discussions. Stu- 
dent Workbook and Instructor's Manual 
available. 1961. 878 pp. $7.00 


MANAGERIAL and 
INDUSTRIAL ECONOMICS 


JOHN A. SHUBIN, New York University 


economic erlying ormu- 
lation of rohtable business programs and 
policies. analyzes the structural de- 


sign of a composite industry and a rep- 
resentative firm; environmental influences 
on the business enterprise; short- and 
long-term projections of economic and 
business trends; etc. Emphasis is placed 


on the interaction of cyclical fluctuations, 
demand behavior, and secular change 
with business planning. Numerous ex- 
amples and tables are integrated with the 
text; stimulating cases help the student 
to develop an insight into the economic 
nature of management decision-making, 
1961. 518 pp. $7.50 


PUBLIC FINANCE 


EARL R. ROLPH and GEORGE F. BREAK 
—both University of California, Berkeley 


New. Designed for courses in public 
finance, this textbook sets forth the many 
theoretical and technical issues involved 
at all levels of government. It shows how 
economic intelligence can be applied to 
illuminate the problems of public finance 
Book provides a descriptive-historical 
analysis of government finance and its 
role in the economy; presents in detail 


the various tax resources available to the 
government. American fiscal experience 
predominates, but that of other countries 
is incorporated where useful. Book ex- 
amines current social security programs, 
problems of metropolitan growth, fiscal 
theory and fiscal policy, etc. 1961. 586 


bp. $7.50 


PRINCIPLES of REAL ESTATE 


ARTHUR M. WEIMER, Indiana University; and 
HOMER HOYT, Homer Hoyt Associates 


Standard work in the field discusses and 
explains the principles that govern real 
estate practice. Book emphasizes decision- 
making and the programs for translating 
decisions into action; fully explains major 
physical, legal, and economic character- 
istics of real estate resources; pinpoints 


factors related to the production of in- 
come at fixed sites. Covers land develop- 
ment, property management, finance, 
marketing of properties, etc. "A valuable 
and useful book.” —W. Brewster, Florida 
State University. 4th Ed., 1960. 716 pp. 

$7.50 


THE RONALD Press COMPANY 


15 East 26th Street, New York 10, New York 
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» courses in business and economics 


PERSONAL FINANCE 


ELVIN F. DONALDSON and JOHN K. PFAHL 
—both The Ohio State University 


New. Popular textbook offers an au- 
thoritative discussion of the full range of 
problems involved in the management of 
personal finances. In clear, non-technical 
style, book covers income and budgeting 
of financial resources, uses of credit, social 
security, home buying, retirement plans, 
etc. Third Edition includes expanded 


coverage of U. S. Savings Bonds; buying 
of life, property, casualty, and accident 
and sickness insurance; and the federal 
income tax law. Book offers a wealth of 
new illustrations; case-problems present 
the student with realistic situations. In- 
structor's Manual available. 3rd Ed., 
1961. 717 pp. $7.50 


ELEMENTS of 
BUSINESS ENTERPRISE 


DWIGHT L. GENTRY and CHARLES A. TAFF 
—both University of Maryland 


New. This textbook interrelates the func- 
tions of management and integrates the 
role of business enterprise in the social 
and economic order. Avoiding confusing 
detail, it provides a balanced presentation 
of the entire scope of business adminis- 
tration. Book stresses the sound manage- 
ment principles that underlie the organi- 
zation, operation, and control of the vari- 


ous types of our business enterprise sys- 
tem and how it works to produce and 
distribute goods and services. All areas 
of operation and administration are 
treated with proper emphasis. Discussion 
topics and case-problems provide the stu- 
dent with practical decision-making situ- 
ations. Instructor's Manual available. 
1961. 705 pp. $7.00 


MARKETING MANAGEMENT 
KENNETH R. DAVIS, Dartmouth College 


New. Integrating text material with fully 


developed, carefully constructed cases, 
this book presents the basic concepts of 
marketing from the management view- 
point, It provides a sound background for 
the development of analytical skill in 
the solution of marketing problems based 
on actual business situations. The nature, 
scope, and complexity of the problems 


underlying the decision-making processes 
in marketing are clearly developed. All 
areas of marketing are presented to pro- 
vide a stimulating and comprehensive 
development of the concepts essential to 
effective management in marketing. In- 
structor’'s Manual Available. 1961. 824 


bP. $8.00 


RETAILING MANAGEMENT 


WILLIAM R. DAVIDSON, The Ohio State University; and 
PAUL L. BROWN, National Coal Association 


Highly successful textbook gives the 
student a complete understanding of the 
principles and practices underlying the 
efficient management of a modern retail 
business—small, medium-sized, or large- 
scale. Book stresses the basic management 
factors essential to sound planning; prof- 
itable operation; and effective control of 


procedures, systems, and techniques. Fully 
discusses recent developments in man- 
agement controls, selling techniques, 
shopping centers, discount houses, etc. 
“One of the most outstanding in its 
field.’—Robert Entenberg, Univer- 
sity of Pittsburgh. Instructor's Manual 
available. 2nd Ed., 1960. 809 pp. $8.00 


THE RONALD Press COMPANY 


15 East 26th Street, New York 10, New York 


Please mention Tuk American Economic Review When Writing to Advertisers 


iii 


= 


SOME NEW AND CURRENT TITLES... . 


* ECONOMICS-Principles and Applications 


4th Edition—By J. H. Dodd, Mary Washington College, University 
of Virginia and Thomas J. Hailstones, Xavier Univer- 
sity 

In the fourth edition more emphasis is placed on economic analysis. Chap- 

ters are rearranged with one completely new chapter added. Current 


problems and events in the economy are treated, Attention is given to 
macroeconomics balanced with microeconomics. 


OUR COMPETITIVE SYSTEM AND PUBLIC POLICY 


By Thomas J. Anderson, New York University 


The emphasis in this book is on practices, institutions, and policies. It 
deals with the competitive and monopolistic aspects of factor markets and 
factor use, the competitive aspects of industrial and commercial markets, 
American policies affecting competition and monopoly, and a summary of 
policy considerations and proposals. 


BASIC ECONOMICS 


By Thomas J. Hailstones, Xavier University 


This one-semester book provides a basic understanding of (1) the opera- 
tion of our economic system; (2) the role of money and its effects on our 
economy; (§) why we have business fluctuations; and (4) the current method 
of economic analysis and the development of economic policies to stabilize 
the level of economic activity. 


PREFACE TO ECONOMETRICS 


By Michael J. Brennan, Jr., Brown University 


This book provides an introduction to quantitative methods in economics 
that can be understood by the undergraduate. No mathematics nor statistics 
are required beyond elementary algebra and a course in elementary statis- 
tics. An extensive list of problems is included at the end of each chapter. 


INTERNATIONAL TRADE 


By Roland K. Kramer, Maurice Y. d'Arlin, and Franklin R. Root 
Wharton School, University of Pennsylvania 
Here is a book that first gives the student an understanding of the economic 
theory upon which international trade is based. With this background, he is 
then led into an evaluation of both the idealistic and realistic national 


policies before taking up the channels, facilities, and methods that are 
available to the business firm engaged in international trade. 


SOUTH-WESTERN PUBLISHING CO. 


(Specialists in Business and Economic Education) 
Cincinnati 27 New Rochelle, N.Y. Chicago 5 Burlingame, Calif. Dallas 2 
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NEW YALE PAPERBOUNDS 


Robert Triffin 


GOLD AND THE DOLLAR CRISIS 
A New Up-to-date Edition 


The now famous “Triffin plan” is being vigorously debated by the 
Administration, by Congress, by economists, and in the daily press 
here and abroad. In hearings before the Joint Economic Committee 
of Congress, Senator Jacob K. Javits hailed it as “Absolutely the way 
to do it... . You have put your finger on the dilemma of the West- 
ern World, how to keep from tying its own hands behind its back.” 
The first edition, published in May 1960, accurately forecast the 
Crisis we are witnessing today. This new, up-to-date edition explains 
the later break in the London gold market and appraises the reactions 
of both the Eisenhower and the Kennedy administrations to the 
developing crisis and the programs adopted, or contemplated, to 
deal with it. The problem outlined in Gold and the Dollar Crisis re- 
ceived first billing in President Kennedy's Message on Gold and the 
Balance of Payments. Its study has been urgently entrusted to the 
Secretary of the Treasury by the President and is now being ex- 
plored by the International Monetary Fund and in the capitals of all 
major foreign countries. A Yale Paperbound $1.45 

The first edition, cloth $5.00 


Albert O. Hirschman 


THE STRATEGY OF ECONOMIC 
DEVELOPMENT 


Stemming from the author’s intensive experience as a financial ad- 
viser and economic consultant in Latin America, this timely book 
presents an international view of the economic growth of underde- 
veloped countries. Starting with the decision-making process, Mr. 
Hirschman shows that economic advance in these countries is held 
back not so much by the “vicious circle of poverty’’ as by difficulties 
in mobilizing latent resources. Mechanisms which are helpful in 
overcoming these difficulties are surveyed, and a positive role in de- 
velopment is assigned to unbalanced growth and to the pressures 
which result from it. Extremely interesting ... Professor Hirschman’s 
obvious experience with practical problems . .. provides an insight 
which is extremely rare in this cliché-ridden branch of economics. This 
is indeed a very important contribution to the theory of economic 
development.”—The Economic Journal. A Yale Paperbound $1.45 

Available in cloth, $5.00 


Yale University Press New Haven, Connecticut 
Canadian orders: LE} McGill University Press, Montreal 
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In Economics and Business .. . 


MACRO-ECONOMICS: The Measurement, Analysis, 
and Control of Aggregate Economic Activity 


By Thomas F, Dernburg, Princeton University; and 
Duncan M. McDougall, Purdue University. 267 pages, 
$6.50. 


This book presents a rigorous theoretical treatment within an em- 
perical framework. For use in the income theory half of courses on 
Intermediate Economic Theory, or in separate courses on the subject. 


ECONOMIC ANALYSIS FOR BUSINESS DECISIONS 


By Alan 8S. Manne, Yale University. Available in Sep- 
tember, 1961. 


This senior-graduate level volume surveys and introduces the new area 
that lies between the disciplines of economics and industrial adminis- 
tration, Four chapters deal with linear programming, two with integer 
programming, and three with inventory models and sequential decision 
theory. Considerable emphasis is placed upon sensitivity analysis and 
the role played by implicit prices. 


ECONOMICS: An Introductory Analysis, 

Fifth Edition 
By Paul A. Samuelson, Massachusetts Institute of Tech- 
nology. 855 pages, $7.50. 


In this completely updated edition of Samuelson’s outstanding text, 
the author has completely revised the Micro-Economics Section and 
has added new aids for the student and the teacher. As before, a re- 
markable combination of rigorous analysis and a singularly teachable 
approach. Ideal for a wide variety of introductory courses. 


FEDERAL TAX REFORM: 
The Issues and a Program 


By Dan Throop Smith, Harvard University. 338 pages, 
$7.00. 


This book presents the issv. involved in federal tax reform and ad- 
vances a program for reform of the existing Federal tax structure. 
The book provides enough background in both theory and application 
to enable the non-specialist to appreciate the issues involved and to 
judge proposals for new legislation. The emphasis throughout is on 
public policy. 

Send for copies on approval 


McGraw-Hill Book 
330 West 42nd Street 
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. « Outstanding McGraw-Hill Books 


THE RESEARCH REVOLUTION 
By Leonard S, Silk, Business Week. 244 pages, $4.95. 


This book provides a deep insight into the impact of modern techno- 
logical innovations and scientific advances on our economic growth. 
It examines the changes technological advances are making in the 
American Society, the structure of industry, and in the labor force. 
More comprehensively, the technological force is seen and examined 
as the critical element in the international balance of power. 


INTERMEDIATE ECONOMIC ANALYSIS 


By W. Harrison Carter and William P. Snavely, Uni- 
versity of Connecticut. 423 pages, $6.95. 


This text is designed to present a clear and concise statement of the 
essentials of economic f vis at an intermediate level. The major 
emphasis is on the purely theoretical analysis, including price theory, 
distribution theory and national income analysis, Suitable for a one- 
semester course, there are 12 chapters on Price Analysis, 6 on Dis- 
tribution and Factor Price Analysis, and 2 on National Income. 


INTERMEDIATE PRICE THEORY 


By Diran Bodenhorn, University of Chicago. 318 pages, 
$6.75. 


Text on traditional price theory specifically designed for the advanced 
undergraduate course. Our reviewer comments: “the usual discussion 
of scarcity, limited resources and unlimited ends which introduces 
most books on the subject has been dropped. The author immediately 
takes up the question of economic units and starts directly on the 
theory of the firm thereby revising the usual procedure.” 


INTRODUCTION TO LABOR ECONOMICS, 
Third Edition 


By Orme W. Phelps, Claremont Men’s College. 566 
pages, $7.50. 


Describes the principal forces at work in the U.S. labor market (em- 
ployer, employees, unions, and government agencies) and the issues 
raised by their interaction. Over half the book deals with labor unions: 
their history, organization, methods, legal status, and objectives. The 
remainder of the text discusses and analyzes the general character of 
the labor force and the labor market, the economics of wages, and the 
modern theory of employment. 


Send for copies on approval 


Company, Inc. 
New York 36, N.Y. 
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NEW 
KCONOMICS 
TITLES 


THE THEORY AND MEASURE-’ 
MENT OF BUSINESS INCOME 


Edgar O. Edwards and Philip W. Bell 
This book presents a new frame- 
work for measuring income data, 
providing a practical solution to a 
problem on which economists and 
accountants have disagreed for 
years $7.50 


INTRODUCTION TO THE 
THEORY OF INTEREST 


Joseph W. Conard, Examines the defi- 
nitions and assumptions of the dil 

ferent schools of economic thought 
about interest, shows how they can 
reconciled to mutually 
consistent results $7.50 


he reach 


TRADE UNION DEMOCRACY 
IN WESTERN EUROPE 


Walter Galenson 

on the Western 
movement, dealing with union 
membership, local organization, 
union structure and government, 
unions and the individual, It re 
lates European labor practices to 
those in this country. Paper, $2.25 


A succinct report 
European labor 


BUSINESS LEADERSHIP IN 
THE LARGE CORPORATION 


Robert Aaron Gordon. This pioneer 
work, written for both the profes- 
sional economist and the business- 
man, has become a classic in its 
field Paper, $1.95 


VALUE AND PLAN: 


Economie Calculation and Organization 
in Eastern Evrope 


Edited by Gregory Grossman, A sym 
posium by Western scholars who 
explore post-Stalinist economic de- 
velopments $7.00 


THE PERSECUTION OF THE 
HUGUENOTS AND FRENCH 
ECONOMIC DEVELOPMENT, 
1680-1720 


Warren Chandler Scoville. It evaluates 
the economic consequences of the 
revocation of the Edict of Nantes, 
showing that wars, unwise fiscal 
policies, statism, and famines were 
the major causes of the French de 
pression $6.50 


ECONOMIC DOCTRINES OF 
KNUT WICKSELL 


Carl G. Uhr. First book to deal sya- 
tematically with the Swedish econ- 
omist’s essential contributions to 
classical economic theory, and re- 
lates his published work to the evo- 
lution of economic thought. $7.50 


THE THEORY OF 
ACCOUNTING TO INVESTORS 


George J. Stavbus. Provides a theo- 
retical approach to the application 
of quantitative economic informa- 
tion useful in making investment 
decisions $4.00 


At all booksellers 


UNIVERSITY OF CALIFORNIA PRESS Berketey 4 
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Srinceton 


UNIVERSITY PRESS 


Output, Input, and Productivity Measurement 


National Bureau of Economic Research Studies in Income and 


Wealth, 25 


The contributions in this volume indicate that substantial progress is being 
made toward a comprehensive set of real output, input, productivity, and price 
estimates for the economy as a whole, for its major sectors, and for individual in 
dustries in the United States and abroad, The suggestions offered will make possi 
ble more meaningful analyses of dynamic economic processes and hence more ef 
fective policies in areas affected by productivity change. Published for the National 
Bureau of Economic Research. 

516 pages, $10.00 


Real Wages in Manufacturing, 1890-1914. 
By ALBERT REES 


Previous wage studies of the period before World War I found that real wages re 
mained stable from 1890 to 1914 despite the continued growth of the economy. This 
study indicates that this conclusion was based on faulty statistics. Using new esti 
mates of money wages and a new cost-cf-living index, Mr. Rees shows that real 
wages rose considerably in this period, although leas than in later years. His findings 
will require revision of the prevailing viewpoint. Published for the National Bureau 
of Economic Research. 

178 pages. $3.75 


Productivity Trends in the United States 
By JOHN W. KENDRICK 


Dr. Kendrick’s study is the first systematic presentation of estimates of pro 
ductivity in the major industrial sectors of the American economy over an extended 
period of time. It also analyzes the impact of productivity change on economic 
aggregates and structure. The author has carefully developed the concept and mean 
ing of productivity change as well as the methodology for productivity measuerment. 
Published for the National Bureau of Economic Research. 

674 pages. $12.50 


Order from your bookstore, or 
PRINCETON UNIVERSITY PRESS 
Princeton, New Jersey 
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L’INDUSTRIA 


Review of Political Economy 
Editor: Ferdinande di Fenisio 


Summary of Issue n° 1/1961 
n° 1/1961 
HOLTE Causal Relationships and the Assumptions about the Latent 
Variables of Shock-modelsa 
RESTA On “Structural” Inflation Due to Specialived Growth 
ARCELALI Crisis of Eeonometrics or Ineorrect Methodology! 


SDRALEVICH Changes in Productivity and the Terma of Trade: Modern 
Improvementa to a Olagsical Model 


A. FISTIER Mathematical Probability In Natural Sclences 


PREDETTI Problema of Signfleance in Bampling with the “panel” 
Method 


An International Money for Western Trade!t—Duginess 
Activity and Investment Forecasts in Ttaly-—The Antici 
vatory Budget for Fiseal Yoar 1961-1962-——What Southern 
evelopment Taught 


Fach number contains Summaries in English of the original articlee——Annual aubacrip 


tion rate for Abroad: Lit. 6.000. Anyone interested may send for a sample copy 


Mditerial and Administrative OMices: Via Farneti, & Milano (Italy) 


JUST PUBLISHED 
1960 SURVEY OF CONSUMER FINANCES 


Comprehensive data from 1948 to the present on the dis- 


tribution on incomes, assets, debts, purchases of houses and 


durable goods, as well as consumer attitudes and expecta- 


tions. 


XVI and 310 pages; 125 tables, 13 charts; $7.50 


Survey Research Center University of Michigan 


Institute for Social Research Ann Arbor, Michigan 
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A $50,000 POLICY 
FOR $106.50? 


This professor was delighted! 


He found TIAA's new low-cost Home Pro- 
tection Plan the perfect answer to his 
need for a great deal of insurance now 
but less as the years go by—as his 
children grow up, savings and invest- 
ments increase, the mortgage is paid off. 


At his age of 30, a 20-year Home Protection policy providing a $50,000 initial 
amount of insurance calls for a level annual premium of $193. The cash dividend 
of $86.50 at the end of the first policy year reduces his first year net cost to $106.50, 
according to the current dividend scale. Dividends are declared once each year 
and thus cannot be guaranteed for the future. 


This level premium Term plan provides its largest amount of protection 
initially and reduces by schedule each year to recognize decreasing insurance needs. 
Insurance periods of 15, 20, 25 or 30 years are available. 


Teachers Insurance and Annuity Association (TIAA) is a unique, nonprofit 
life insurance company established by Carnegie organizations in 1918 to serve 
the field of higher education. 


Any full- or part-time employee of a college, university, nonprofit private 
school or nonprofit educational or research organization is eligible to apply for 
TIAA individual life insurance—regardless of whether the institution has a TIAA 
retirement plan. Do you qualify? If so, send for your personal illustration of the 
new Home Protection Plan (issued at age 55 or younger)—or use the coupon to 
ask for details on TIAA’s many other low-cost plans. 


We employ no agents—no one will call on you. 


Please send Information on: d 
TIAA 


a policy of _ initial amount. | 
other plans available. 


Date of 
Nome Birth 


Address 


Employing Institution 
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PROBLEMS OF ECONOMICS 


Selected Articles from Soviet Economics Journals 
in English Translation 


SPECIAL ISSUE ON MATHEMATICAL ECONOMICS (Vol. III, No, 7) 


P. Zheleaniak: Scientific Conference on the Application of Mathematical Meth. 
ods in Economic Studies and Planning (Planovoe Khosziaistvo, 1960, No. 5) 


A. Aganbegian: Application of Mathematical Methods in Economic Analysis 
(Planovoe Khosiaistvo, 1960, No, 2) 


V. Nemchinov: The Use of Mathematical Methods in Economic Research and 
Planning (Voprosy Ekonomiki, 1960, No. 6) 


V. Shliapentokh: The Use of Mathematical Methods to Determine the Most 
Rational Pattern of Agricultural Production (Ekonomika Sel’skogo Khoziaistva, 
1960, No. 7) 


I. Birman: Caloulation of an Optimum Scheme of Transportation of Inter 
changeable Products (Veatnik Statistiki, 1960, No, 5) 


A. Kate: Concerning a Fallacious Concept of Economic Calculations (Voprosy 
Ekonomiki, 1960, No. 5) 


$50.00 per year (twelve issues); $4.50 per copy 


INTERNATIONAL ARTS AND SCIENCES PRESS 
156 Fifth Avenue, New York 10, N.Y. 


Research for Peace 


ECONOMIC FACTORS BEARING UPON 
THE MAINTENANCE OF PEACE 
PERSPECTIVE ON THE ECONOMICS OF PEACE by Kenneth E. Bould- 

ing; price Fifty Cents. 
ECONOMIC ADJUSTMENTS TO DISARMAMENT by Emile Benoit; 
price Fifty Cents. 


ECONOMIC AID FOR DEVELOPMENT by Bert F. Hoselitz; price 
Twenty-Five Cents. 


THE PROBLEM OF OVERPOPULATION by Warren 5S. Thompson; 
price Twenty-Five Cents. 

EFFECTIVE USE OF AGRICULTURAL SURPLUSES by Phillips Foster 
and Lawrence Witt; price Twenty-Five Cents. 


One of five research designs identifying 495 research projects to 
aid the establishment of world peace. Complete list of designs 
available on request. For copies of the 

reports, write to: 


INSTITUTE FOR INTERNATIONAL ORDER 
11 West 42nd Street 
New York 36, New York 
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The South Sea Bubble 


John Carswell. “The first full-length account of that extraordi.- 
nary episode, the earliest and most spectacular British boom and 
crash, a brilliantly written and enthralling story.”—Garrett Mat- 
tingly in Harper's. “One is astonished at the modernity of the 
ideas and methods of the men who ran and ruined the South 
Sea Company... . A book that combines learning, acute analy- 
sis and entertainment in equal proportions. ... It may even in- 
aspire reflection in Lombard Street and Wall Street today.” 

D. W. Brogan in The New York Times Book Review. $5.50 


The Manchester School 
of Economics 


William D. Grampp. “The style of the book is forceful and the 
author has marshalled his facts and arguments convincingly. 
..« He has sought to look beneath the obvious and gain a full 
understanding of the objectives which motivated the movement 
for repeal. The comprehensiveness of his study has enabled him 
to cast in truer perspective the doctrines of the Manchester 
School in relation to the classical writers.”—-The Southern Feo- 
nomic Journal $4.00 


Britain’s Scientific and 
Technological Manpower 


George L. Payne. “The picture which this volume gives of the 
consequences for a society of the rapid development of science 
is even more timely than the rather complete statistics of Britain’s 
scientific and technical manpower which it contains.”—J/ndus- 
trial and Labor Relations Review. $8.50 


California Local Finance 


John A. Vieg, Hubert C. Armstrong, Frank Farner, Gerhard N. 
Rostvold, John P. Shelton, and Procter Thomson. Explores such 
problems as maintenance of streets and parks, old age assistance, 
policing, aid to needy children, and education. $7.50 


STANFORD UNIVERSITY PRESS 


Order from your bookstore, please 


Please mention Tue American Economic Review When Writing to Advertisers 


xiii 


Rand M¢Nally Publications in Economics 


THE INCOME OF NATIONS AND PERSONS 

AN INTRODUCTION TO ECONOMICS 
by ALVIN F. COONS, The Ohio State University 
The essentials of modern economics, at both the macro and 
micro levels, are organized around the “income approach,” 
which treats economic activity as a process of individual actions 
and social interactions. Professor Coons gives the student a 
perspective of economic growth and change as well as an ac- 
quaintance with contemporary economics and economic thought. 
1959 672 pages $6.75 list 


ESSAYS IN ECONOMIC THOUGHT: 
ARISTOTLE TO MARSHALL 

Edited by JOSEPH J. SPENGLER, Duke University and 
WILLIAM R. ALLEN, University of California, Los Angeles 
This collection of 31 essays with substantial editorial introduc- 
tions surveys the development of economic analysis from ancient 
Greece through Marshall. Schools, periods, selected topics, and 
individual writers are analyzed in both the essays and the 
introductions, 


1960 800 pages $8.50 list 


SCHOOLS AND STREAMS OF ECONOMIC THOUGHT 
by EDMUND WHITTAKER, Colorado State University 
The economic thought of the main schools and periods is re- 
lated to its background in contemporary philosophies and in the 
social environment of the times. Separate chapters examine the 
development of employment and business activity and the place 
of the individual in relation to the society, with attention given 
to very recent developments. 
1960 416 pages $6.50 list 


MONOPOLY IN ECONOMICS AND LAW 
by DONALD DEWEY, Columbia University 
This book offers a concise and lucid analysis of what economists 
and lawyers have thought about monopoly and competition 
since these subjects first received their serious attention. The 
growth of monopoly policy in the United States is traced from 
its origins to the present. 


1959 328 pages $5.75 list 


College Department 
RAND MSNALLY & COMPANY 
P.O. Box 7600 + Chicago 80, Illinois 
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